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and  the  Internal  Revenue  Service:  reconciling  the  differences  between  them  in  employer 
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Executive  Summary 


Purpose 


Individuals’  Social  Security  benefits  and  the  amount  of  tax  money  the 
Social  Security  trust  funds  are  entitled  to  are  based  on  the  earnings 
recorded  in  individuals’  Social  Security  accounts.  If  the  Social  Security 
Administration  ( ssa )  fails  to  record  all  or  part  of  an  individual’s  annual 
earnings,  the  Social  Security  benefits  it  calculates  for  such  individuals 
could  be  too  low  and  the  trust  funds  would  not  be  entitled  to  all  the  tax 
revenue. 

For  this  report,  cao  sought  to  determine  ( 1 )  the  effectiveness  of  the  pro¬ 
cess  for  identifying  and  resolving  instances  where  employers  may  not 
have  reported  all  or  part  of  employees’  earnings  and  (2)  the  effect  any 
uncredited  earnings  might  have  on  individuals'  Social  Security  benefits 
and  the  trust  funds. 


Background 


Employers  report  employees'  earnings  to  ssa  and  the  Internal  Revenue 
Service  (IKS)  at  different  times  and  for  different  purposes,  iks  compares 
the  annual  total  employers  reported  to  ssa  with  the  total  of  the  quar¬ 
terly  earnings  employers  reported  to  ms.  Subsequently,  iks  tells  ssa 
which  employers  may  not  have  reported  any  or  all  earnings  to  ssa.  Con¬ 
tacts  with  the  employers  an*  frequently  necessary  to  determine  whether 
all  earnings  were  reported.  If  ssa  finds  that  it  has  not  recorded  some 
employees'  earnings,  it  corrects  those  accounts. 

Although  the  amount  of  tax  money  ssa  is  entitled  to  is  based  on  annual 
earnings  recorded  in  individuals'  accounts,  ssa  receives  tax  revenues 
based  on  quarterly  earnings  amounts  employers  report  to  Iks.  ssa  consid¬ 
ers  these  earnings  amounts  to  be  “interim  estimates"  of  what  it  will 
eventually  record 


Results  in  Brief 


Slow  progress  by  ssa  and  Iks  in  reconciling  differences  in  employee  earn¬ 
ings  has  resulted  in  (  1  )  Social  Senil  ity  beneficiaries  receiving  less  in 
benefits  than  they  were  entitled  to  and  ( 2 1  the  Social  Security  trust 
funds'  retaining  $7.7  billion  in  tax  money,  as  of  March  10K7.  related  to 
earnings  not  recorded  in  Social  SecuntN  s  records 

From  1!*7S  through  lMHlnlata  alter  1 ! *H  1  are  preliminary  ).  ss \  recorded 
about  S'iH  .'i  billion  less  in  employees'  earnings  than  Iks  Although  this 
represents  only  about  O  S  of  I  percent  of  all  earnings  that  ss\ recorded 
during  t his  period  and  seems  relat i\ el\  small  the  impact  on  those 
affected  by  urn  redited  earnings  can  be  significant  A  nonpro|ectable 
sample  of  current  beneficiaries  re\  lowed  b\  u  v  showed  I  hat  affected 
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Principal  Findings 


SSA  and  IRS  Have  Not 
Resolved  Differences 


Contacts  With  Employers 
Show  Success  and 
Problems 


beneficiaries  lost  nearly  $17  a  month,  ssa  or  irs  needs  to  contact  about 
2.5  million  employers  to  try  to  determine  whether  ssa  did  not  record 
some  earnings  for  their  employees.  Further,  although  the  actual  number 
of  individuals  affected  is  unknown,  gao  estimates  that  the  records  of  9.7 
million  individuals  could  have  uneredited  earnings. 

This  backlog  of  unreconciled  employers’  earnings  reports  resulted  from 
ssa’s  failure  to  take  action  once  irs  said  its  resources  precluded  the  rec¬ 
onciling  of  all  reports.  The  contributing  factors  were  ssa’s  organizational 
structure,  which  diffuses  responsibility;  the  absence  of  leadership  and  a 
financial  management  focal  point  and  perspective;  and  pressures  to 
reduce  staff. 


ssa  and  irs  have  not  worked  well  together  to  resolve  identified  differ¬ 
ences  in  employers'  earnings  reports.  By  January  198t’>.  unresolved  dif¬ 
ferences  in  employee  earnings  amounts  involved  2.5  million  employers' 
rc{M>rts  for  1978-88.  Although  irs  had  agreed  to  resolve  such  differ¬ 
ences.  by  1980  it  had  concluded  that  it  was  unable  to.  Each  year  irs  has 
left  unresolved  at  least  500.000  reports.  Disagreement  between  ssa  orga¬ 
nizational  components  and  a  reluctance  to  commit  additional  resources 
to  address  the  problem  permitted  the  unresolved  reports  to  increase.  In 
early  1980,  after  maintaining  since  1978  that  resolving  the  differences 
was  irs’s  responsibility,  ssa  began  attempting  to  resolve  reports  that  irs 
did  not.  As  of  October  1980,  ssa  had  more  than  9  million  reports  that 
had  not  been  resolved. 


ssa's  contacts  with  employers  to  resolve  the  many  report  differences 
that  irs  did  not  resolve  resulted  in  recording  about  $8.0  billion  in  addi¬ 
tional  earnings  for  about  700.000  employees.  However,  about  half  the 
employers  ssa  attempted  to  contact  did  not  respond  to  ssa’s  request  for 
information.  Further,  neither  ss.\  nor  ills  has  compiled  sufficient  data 
from  contacts  wit  h  employers  to  identify  t  he  causes  of  differences  and 
the  actions  necessary  to  prevent  or  reduce  future  occurrences 
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Uncredited  Earnings  GAO,  using  a  selection  of  current  beneficiaries  whom  an  ssa  study  had 

Affect  Benefits  identified  as  having  uncredited  earnings,  determined  the  actual  effect  of 

uncredited  earnings  on  these  beneficiaries.  For  half  of  the  beneficiaries, 
uncredited  earnings  had  not  been  considered  in  calculating  benefits. 
Inclusion  of  the  uncredited  earnings  entitled  one  of  every  two  of  these 
beneficiaries  to  an  average  of  $1(1.81  more  each  month.  Accumulated 
monthly  benefits  should  have  been  higher  by  an  average  of  $45(1.  gao 
also  measured  the  effect  uncredited  earnings  could  potentially  have  on 
individuals  identified  from  the  same  ssa  study,  gao  found  that  three  of 
every  five  individuals  with  uncredited  earnings  faced  the  possible  loss 
of  monthly  Social  Security  benefits  averaging  $17. 


SSA’s  Plans  Do  Not  ssa  plans  to  contact  employers  to  resolve  1  million  of  the  backlogged 

Address  All  Issues  earnings  reports  by  the  end  of  1987.  ssa  also  plans  to  exclude  about 

723,000  reports  from  review  because  it  believes  the  earnings  difference 
is  too  small  to  even  try  to  resolve.  Not  investigating  such  reports,  how¬ 
ever,  could  mean  the  loss  of  about  $9  in  monthly  benefits  for  low-income 
individuals.  In  addition.  ss.Vs  plans  do  not  address  how  it  will 


•  deal  with  the  remaining  1.7  million  backlogged  employer  reports  and  the 
1  million  1984  and  1985  reports  it  expects  to  receive  from  iks. 

•  deal  with  employers  who  do  not  reply  to  ssa's  request  for  data,  and 

•  ensure  that  affected  employers  save  employees'  earnings  records  that 
could  be  discarded  because  of  the  expiration  of  the  record  retention 
period  specified  by  tits. 


Trust  Funds  Retain  Tax 
Money  for  Earnings  Not 
Credited 


The  differences  in  earnings  recorded  by  the  two  agencies  raise  questions 
about  the  amount  of  tax  revenue  to  which  ssa  is  entitled.  Since  1978. 
when  the  dual  reporting  system  began.  ssa  has  received  tax  revenues 
based  on  quarterly  earnings  reported  to  Iks.  Despite  these  interim  trans¬ 
fers,  the  law  requires  the  Secretary  of  Health  and  Human  Services  <  tills) 
to  certify  the  earnings  amounts  ssa  recorded  because  Social  Security  is 
entitled  to  retain  tax  revenues  bast'd  on  that  amount  only.  The  law  does 
not  specify  a  time  by  which  earnings  for  a  given  year  must  be  cert  d  ied, 
and  ssa  lias  not  certified  any  since  1973. 


The  absence  of  a  high-level  ssa  local  point  for  financial  management 
contributed  to  this  matter's  going  unaddressed  As  a  result.  ss\  has 
recorded  about  $58.5  billion  less  in  earnings  than  iks  as  of  March  19S7. 
therefore,  ssa  may  not  have  a  legal  basis  for  retaining  a  portion  o|  the 
related  tax  money  of  $7.7  billion  once  it  cert  dies  t  be  earnings  it  has 
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recorded.  For  11)78-82,  years  for  which  employers  are  no  longer  required 
to  maintain  wage  data  that  could  be  needed  for  future  reconciliation,  ssa 
could  have  to  return  $2.8  billion  to  the  Treasury,  based  on  ssa's  records 
as  of  March  1987. 


Matters  for 

Congressional 

Consideration 


The  Congress  should  consider 

requiring  ssa  and  iks  to  submit  a  plan  of  action  to  appropriate  congres¬ 
sional  committees  specifying  ( 1 )  a  time-phased  schedule  for  eliminating 
the  backlog  and  resolving  new  discrepancies  and  (2)  any  additional 
resources  that  will  be  required  and 

amending  section  201(a)  of  the  Social  Security  Act.  either  to  specify  a 
time  limit  for  the  Secretary  of  tins  to  certify  earnings  based  on  ssa's 
records  or  to  permit  ssa  to  retain  tax  revenues  based  on  earnings 
amounts  recorded  by  iks  rather  than  amounts  recorded  by  ssa. 


Recommendations 


<;ao  recommends  that  the  Secretaries  of  inis  and  the  Treasury  direct  tin1 
Commissioners  of  Social  Security  and  Internal  Revenue  to 

develop  and  pursue  a  strategy  for  examining  the  backlogged  and  newer 
cases  and  report  their  plans  to  the  Congress  and 

determine  the  major  causes  of  recording  differences  in  ssa  and  iks  earn¬ 
ings  totals  and  take  corrective  action  to  prevent  their  occurrence  or 
reduce  their  frequency. 

<;.\o  also  makes  a  separate  recommendation  to  the  Secretary  of  mis  to 
direct  the  Commissioner  of  Social  Security  to  require  that  the  chief 
financial  officer  of  ssa  serve  as  a  focal  point  for  ensuring  that  the  mat 
tors  discussed  in  this  report  are  addressed. 


Agency  Comments 


mis  and  iks  generally  agreed  with  gao's  recommendations  and  said  they 
would  develop  a  plan  to  resolve  the  earnings  crediting  problem,  mis  did 
not  indicate  when  it  would  begin  certifying  earnings  based  on  ssa 
records. 
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Introduction 


Earnings  Reporting 
and  Crediting 
Processes 


Earnings  in  Social  Security-covered  employment  enable  an  individual  to 
build  sufficient  credits,  called  quarters  of  coverage,  to  gain  eligibility  for 
Social  Security  benefits.  Once  sufficient  quarters  of  coverage  are  earned 
and  retirement,  survivors,  or  disability  conditions  are  met,  ssa  uses  the 
amount  of  earnings  to  calculate  an  individual's  benefit. 

Employers  report  earnings  of  employees  directly  to  the  Social  Security 
Administration  (ssa).  The  self-employed  report  their  earnings  to  the 
Internal  Revenue  Service  ( irs),  which  then  provides  ssa  the  relevant 
identification  and  earnings  data;  ssa  credits  the  earnings  to  individuals' 
Social  Security  accounts. 

This  review  assesses  the  effectiveness  of  the  process  designed  to  ensure 
that  employees  receive  credit  for  their  earnings  in  their  Social  Security 
accounts.  It  also  examines  and  measures — for  some  employees  and  self- 
employed — the  impact  of  uncredited  earnings  on  Social  Security  benefit 
payments  and  on  Social  Security’s  trust  funds. 


ssa  annually  receives  more  than  8  million  summary  employers’  earnings 
reports;  that  is,  employers  annually  report  to  ssa  summaries  of  all 
employees'  earnings  on  a  form  called  a  W-3  and  provide  each  employee's 
earnings  ( form  W-2,  Wage  and  Tax  Statement)  up  to  a  yearly  maximum 
amount.  Employers  also  file  with  irs  quarterly  tax  reports  ( form  941 . 
Employer's  Quarterly  Federal  Tax  Return,  or  a  similar  form)  of  total 
employees'  earnings  and  pay  all  taxes  due,  including  Social  Security 
taxes. 

ssa  checks  the  identifying  information  on  each  W-2,  such  as  name  and 
Social  Security  number,  against  its  existing  records  before  crediting 
earnings  to  an  individual's  Social  Security  account.  If  .ssa  cannot  match 
the  identification  data  with  its  records,  ssa  places  the  W-2  information 
in  a  suspense  account  file,  pending  resolution.  As  of  October  1980.  the 
file  included  about  $94  billion  in  wages  that  had  not  been  credited  to 
individuals’  accounts  ( a  small  percentage  of  all  creditable  wages).1  Some 
of  these  wages  have  been  in  ssa's  suspense  account  file  since  wages  were 
first  recorded  in  1937. 

There  are  about  9.3  million  self-employed  who  report  their  earnings 
directly  to  irs.  as  part  of  t heir  tax  returns,  irs  t hen  provides  the  earnings 


1  Willi  U'r  dltTrlrlll  lair  ItrlUrrll  ratnil11>  *  *1  rl|l|.|o\  n's  an.  I  I  tlr  xrlt  r It t [  >l,i\  rd  Ur  lisr  I  hr  Irrm 
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Chapter  1 
Introduction 


and  identification  data  to  ksa.  If  ska  cannot  match  the  identification  data 
with  its  records,  the  data  are  placed  in  a  self-employment  suspense 
account  file,  pending  resolution.  As  of  October  198(5,  that  file  included 


itable  self-employment  earnings).  Some  of  these  earnings  have  boon  in 
ska’s  file  since  self-employment  earnings  were  first  recorded  in  1951 . 

Earnings  reported  by  employers  to  ska  serve  as  the  basis  for  determining 
the  amount  of  tax  revenues  to  which  the  Social  Security  trust  funds  are 
entitled.  The  amount  is  meant  to  be  determined  by  applying  tax  rates  to 
earnings  that  ska  certifies  are  recorded  in  its  records  (both  individuals' 
accounts  and  the  suspense  account  lilt1).  In  practice,  the  Department  of 
the  Treasury  transfers  tax  money  to  the  Social  Security  trust  funds 
throughout  the  year,  based  on  the  earnings  repotted  quarterly  by 
employers  to  uts.  After  transfer,  the  taxes  are  used  to  pay  Social  Secu¬ 
rity  benefits  to  eligible  individuals  or  their  survivors. 
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Assuring  Credit  for 
Earnings 


Currently,  there  are  two  primary  ways  individuals  and  ska  can  detect 
whether  earnings  were  not  credited  to  individuals'  Social  Security 
accounts.  First,  individuals  can  (and  are  encouraged  by  ssa  through  var¬ 
ious  public  information  media  to)  request  a  record  of  their  earnings  to 
check  their  own  Social  Security  accounts  for  earnings  and  quarters  of 
coverage.  Individuals  sometimes  check  their  earnings  while  still  work¬ 
ing;  others  check  when  applying  for  benefits.  Individuals  who  find  that 
earnings  were  not  correctly  credited  can  submit  acceptable  evidence  of 
these  earnings,  such  as  a  statement  signed  by  the  employer,  a  W-2.  or 
pay  slips,  and  have  their  accounts  adjusted. 

Second,  irs  identifies  employers  who  may  not  have  reported  some  or  all 
employees'  earnings  to  ssa.  irs  does  this  by  comparing  its  total  of 
employers’  earnings  for  employees  with  ssa's  total,  irs  then  identifies 
specific  employers'  earnings  reports  that  indicate  an  employer  either 
may  not  have  reported  ( 1  )  missing  reports  (no  earnings  recorded  by  ssa 
for  a  specific  employer  identification  number  | kin  j)  or  (2)  discrepant 
reports  (some  earnings  recorded  by  ssa  for  a  specific  KIN.  but  the  amount 
is  less  than  that  recorded  by  irs).  In  this  way,  employers  with  potential 
reporting  problems  are  identified  and  can  be  contacted  by  either  ssa  or 
IRS  to  pinpoint  what  may  not  have  been  recorded  correctly.  The  report¬ 
ing  and  reconciliation  processes  are  shown  in  figure  1 . 1 


I  US  also  identities  employers  who  iti;i\  imi  have  rc|*orir<j  or  iiiiorm  t \\  reported  r;nnitii>  ,M  I  US 
These  t uses  are  imi  reteiTed  to  SSA  .Uhl  were  |\»  >t  .i  purl  \  »t  our  rr\  lew 
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Figure  1.1:  Reporting  and  Reconciliation 
of  Employers’  Earnings  Reports 


Objectives,  Scope,  and 
Methodology 


The  objectives  of  our  review  were  toil)  determine  how  ss.\  ensures  that 
individuals'  earnings  are  properly  c  redited  to  their  Social  Security 
accounts  and  (2)  measure  the  effect  of  uncrediled  or  erroneously 
credited  earnings  on  individuals'  Social  Security  benefits  and  eligibility 
and  on  the*  Social  Security  trust  funds.  During  our  review  we  also  sought 
to  ( 1 )  determine  the  reasons  that  earnings  differences  were  not  being 
resolved  and  (2)  learn  more  about  the  underlying  causes  for  t hose  dif¬ 
ference's.  In  order  to  achieve  these*  two  goals,  we  examined  data  ss\  had 
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gathered  about  the  reasons  for  and  causes  of  earnings  differences,  as 
well  as  the  corrective  action  needed. 

To  determine  how  ssa  and  ms  ensure  that  employers  consistently  report 
employees'  earnings  to  both  agencies,  we  examined  and  analyzed 
records  documenting  their  efforts.  We  also  reviewed  ssa  and  ms’s  formal 
agreement,  which  stipulates  each  agency's  responsibilities  under  a  sys¬ 
tem  of  combined  annual  wage  reporting.  To  better  understand  ssa's  and 
iks’s  roles  and  responsibilities  on  certain  legal  and  procedural  questions 
related  to  reconciliation  activities,  we  requested  the  views  of  the  Secre¬ 
tary  of  Health  and  Human  Services  (tins),  through  the  Commissioner  of 
Social  Security  (see  app.  Ill ).  and  the  Secretary  of  the  Treasury,  through 
the  Commissioner  of  Internal  Revenue  (see  app.  IN' ).  and  discussed  the 
matter  with  ssa  and  tits  officials. 

To  determine  the  actual  effects  of  uncredited  wages  on  beneficiaries  and 
the  potential  effects  on  employees  (still  working),  we  reviewed  ssa  and 
ms  records.  These  included  correspondence,  studies,  and  statistics  on 
employers  whose  earnings  reports  (based  on  iks's  match  of  iks  and  ssa 
employer  reports)  may  not  have  been  recorded  by  ssa.  In  a  1985  study 
to  examine  the  usefulness  of  data  iks  furnished  (indicating  that  ssa  may 
not  have  received  certain  employers'  earnings  reports),  ssa  sampled  a 
group  of  employers  for  whom  ssa  had  no  wage  total  or  a  lesser  total 
than  iks.  ssa  asked  the  employers  to  provide  some  employee  W-2s  to 
help  ssa  track  whether  it  had  received  and  recorded  the  employees' 
wages.  To  determine  whet  Iter  the  1980  and  1981  W-2s  had  been  accu¬ 
rately  credited,  we  checked  the  W-2s  employers  provided  for  11.151 
employees  against  each  individual's  Social  Security  earnings  record.  For 
wages  that  had  not  been  accurately  credited,  we  measured  the  actual 
effects  on  current  beneficiaries  and.  for  those  still  working,  we  esti¬ 
mated  the  potential  effects  on  survivors. 

To  measure  the  actual  effects  of  uncredited  earnings,  we  identified  and 
then  selected  certain  individuals  whose  earnings  had  not  been  credited 
and  who  were  receiving  benefits.  At  our  request,  ssa  calculated  the  ben¬ 
efit  amounts  and  monthly  and  retroactive  underpayments.  We  also  esti¬ 
mated  a  potential  effect  for  individuals  who  were  not  yet  receiving 
benefits.  Rather  than  trying  to  forecast  what  each  individual  would  earn 
until  ret irement .  we  asked  ssa  to  assume  the  individual  died,  leaving  a 
survivor;  a  benefit  payment  could  thus  bo  calculated  based  on  the  actual 
earnings  of  each  individual.  At  our  request,  ssa  computed  benefits  pay¬ 
able  as  of  .January  1984.  with  and  without  the  uncredited  earnings  Wo 
then  calculated  the  difference  in  benefits  for  each  individual's  survivor. 
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The  measurements  of  actual  and  potential  effects  of  uncredited  wages 
are  not  projectable  to  all  employees  with  uncredited  wages  because  the 
universe  of  affected  employees  is  not  known.  Rather,  the  results  serve 
its  an  indication  of  the  payment  effect  on  employees  who  were  identified 
as  having  uncredited  wages. 

To  measure  these  effects  for  the  self-employed,  we  selected  7,100  self- 
employed  individuals  with  uncredited  1979  earnings  (we  had  identified 
them  during  a  previous  review'  ).  We  then  used  the  same  procedure  to 
calculate  the  difference  in  their  benefits  that  we  had  used  for  employ¬ 
ees.  Again,  the  results  are  not  projectable  to  the  universe  of  all  self- 
employed,  but  serve  as  an  indication  of  the  payment  effect  from  the 
uncredited  self-employment  earnings. 

Our  work  was  done  from  October  1984  to  December  198(5  in  accordance 
with  generally  accepted  government  auditing  standards,  except  that  we 
did  not  assess  the  reliability  of  the  iks  system  used  to  record  employers' 
quarterly  federal  tax  returns  or  the  ssa  system  used  to  record  employ¬ 
ees'  earnings. 


‘IKS  mid SSA  Can  Ini  provr  Uu-  Wnlnatiim  aiuljicmiclim;  ut  Hal  a  I’rm  nlcil  l>\  S'lt  Ta\ 

payers  MiAO  Ofil)  3f>-T?] .  May  jy.liWTu.  ' 
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IRS  and  SSA.  Earnings  Differences  Total  More 
Than  $58  Billion 


SSA  Has  Consistently 
Recorded  Less  in 
Earnings  Than  IRS 


Since  1978,  when  employers  were  first  required  to  report  employees' 
earnings  annually  to  ssa  and  quarterly  to  irs.  the  total  earnings  amounts 
recorded  by  each  agency  (as  reported  to  them  by  employers)  have  dif¬ 
fered.  ssa,  as  of  March  1987,  had  recorded  about  $58.5  billion  less  than 
irs  for  1978-84  (data  after  1984  are  preliminary).  These  earnings  differ¬ 
ences,  through  1983,  involved  about  3.5  million  earnings  reports  for 
about  2.5  million  employers.  About  one-fourth  of  these  employers’  earn¬ 
ings  reports  showed  differences  between  the  two  agencies  for  more  than 
1  year. 

Chapter  3  illustrates  the  effects  of  these  differences  on  some  benefi¬ 
ciaries  and  employees.  Chapter  4  discusses  the  various  causes  of  these 
differences. 


Since  1978  employers  hav  e  been  required  to  report  employees’  earnings 
to  irs  quarterly  (941s)  and  to  ssa  annually  (W-3s)J  The  total  of  each 
employer’s  four  quarterly  reports  to  irs  should  equal  the  total  earnings 
that  an  employer  reports  annually  to  ssa.  When  differences  arise  in 
employer  reports,  it  becomes  a  matter  of  concern,  irs  is  usually  con¬ 
cerned  that  the  employer  reported  more  earnings  to  ssa  than  to  irs;  this 
means  that  taxes  are  due  on  earnings  not  reported,  ssa  is  usually  con¬ 
cerned  that  the  employer  reported  more  earnings  to  irs  than  to  ssa;  this 
means  that  employees’  earnings  were  not  credited  to  their  Social  Secur¬ 
ity  accounts. 


Total  earnings  recorded  by  each  agency  and  the  differences  that  have 
existed  since  1978  are  shown  in  table  2. 1 . 


r»3 


1  (More  IJCS.  all  employer  re|»ort>  with  (Mailed  employee  <ia(a  were  pr<*\  ided  <juar?erl>  to  IK’S, 
which  forwarded  ihe  data  to  SSA  The  change  to  the  current  format  was  intended  to  eliminate  the 
burden  of  detailed  quarterK  ref  Hiding 
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IRS  and  SSA  KariiinX't  DiflVmio**  Total  More 
Than  $58  Billion 


Table  2.1:  Comparison  of  Total  Earnings 
Recorded  by  IRS  and  SSA,  as  of  March 
1987 


Dollars  in  billions 


Year 

IRS 

SSA 

Net  amounts  not 
recorded  by  SSA 

1978 

$762  5 

$758  7 

$3  8 

1979 

897  4 

894  9 

2  5 

1980 

988  2 

980  5 

7  7 

1981 

1  091  6 

1  091  3 

0  3 

1982 

1  151  7 

1  143  4 

83 

1983 

1  223  0 

1  21 1  9 

1 1  1 

1984 

1  356  8 

1  332  0 

24  8 

Total 

$7,471.2 

$7,412.7 

$58.5 

Note  IRS  s  941  data  tor  1965  earnings  exceeded  SSA  s  W  3  data  b,  $3'  7  bi'tion  as  ot  Van.:*' 

Based  on  past  experience  this  amount  is  expected  to  decrease  significant!,  as  iate  . . .  ••  i  its 

and  corrections  to  prior  icports  are  processed  hyt  example  in  Varch  1985  IRS  s  941  data  '•••>  VfKs 
exceeded  SSA  s  data  by  $49  1  billion  as  of  June  1986  this  amount  had  beer-  reduced  fn  $'P  6  t :u- . ,• 
The  decrease  is  not  a  result  ot  reconciliation 

As  of  March  1987.  ssa  had  not  resolved  the  $58.5  billion  shortfall  in  its 
records  for  the  1978-84  period.  However,  the  $58.5  billion  not  recorded 
by  ssa  represents  only  about  0.8  of  1  percent  of  the  $7,412.7  billion  that 
ss.\  credited  from  1978-84. 


Earnings  Differences 
Involved  Half  a  Million 
Employers’  Reports 
Annually 


i its  totals  the  941s  for  each  employer  and  compares  this  total  with  the 
\V-:3  data  ssa  recorded  for  the  employer.  Differences  identified  (dis¬ 
cussed  in  eh.  1 )  indicate  employers  who  may  not  have  reported  some  or 
all  of  their  employees’  earnings. 

The  number  of  missing  and  discrepant  employers'  earnings  reports  for 
1978-84  are  shown  in  table  2.2.  The  number  of  employees  potentially 
affected  cannot  he  determined  because  the  l Its  data  do  not  show  this 
number  hut.  rather,  the  amount  by  which  the  ssa  and  llts  earnings  totals 
differ  for  specific  employers. 


Table  2.2:  Number  of  Employers' 
Earnings  Reports  That  Showed  More 
Earnings  Recorded  by  IRS  Than  by  SSA. 
1978-83* 


Some  Employers  With 
Reporting  Differences 
in  More  Than  1  Year 


Table  2.3:  Frequency  Estimate  of 
Employers  With  Unreconciled  Earnings 
Reports,  1978-83 


Year 

Missing 

Discrepant 

Total 

1978 

406  075 

173.375 

579  450' 

1979 

423  863 

244  058 

667  921 

1980 

359  298 

205  538 

564.836' 

1981 

324  379 

188  943 

513  322 

1982 

345  427 

197  666 

543  093 

1983 

398.256 

225  540 

623  796 

Total 

2,257,298 

1,235,120 

3,492,418 

'As  o!  January  1986  SSA  as  o I  the  middle  r>l  April  1987  had  not  counted  the  number  of  missing  and 
discrepant  reports  lor  1984 


1  These  totals  ate  incomplete  because  SSA  lost  an  undetermined  number  of  records  lor  these  ,-ears 


Although  about  3.5  million  employers'  earnings  reports  are  missing  or 
discrepant,  this  number  does  not  represent  3.5  million  different  employ¬ 
ers.  There  are  some  employers  with  reporting  differences  in  more  than  1 
year.  To  determine  the  extent  to  which  reporting  differences  attributa¬ 
ble  to  some  employers  occurred  repeatedly  over  the  ti-year  period,  wo 
cheeked  the  frequency  with  which  the  same  kin  was  on  the  ssa-iks  unrec¬ 
onciled  lists  for  1978-83.  The  results  are  shown  in  table  2.3. 


Number  of  years  EIN 
appeared  in  6-year 
period 

Employers 

Missing  or 
discrepant 
reports 

Number 

Percent 

1 

1  824,769 

73  5 

1  824  769 

2 

428  614 

17  3 

857  228 

3 

133317 

54 

399  951 

4 

53.090 

2  1 

212  360 

5 

26  600 

1  1 

1 33  000 

6 

1 5  339 

6 

92  034 

Total 

2,481,729 

100.0 

3.519,342' 

'  Thf  fit  tfj  i!  ■»!•••.  .  !•»*, 

ft  »r»!  *.  -ft  tlihU;  .  !  1*  '< 

ill  is.  •  o*  l  ilts. 

MS.'S  0.  AMt.oi  thi* 

‘l.ltd  AtT'1  pft.it  f  -Aff  1 

About  2.5  million  employ 

ers  accounted  for  I  he  •' 

r*”)  million 

missing  or  dis- 

erepant  earnings  reports. 

About  1  8  million  (  79. 

5  percent )  employers 

had  only  1  year  of  prohle 

m  earnings  reports:  05 

‘  million  e 

mployers  ( 20.5 

percent )  had  problems  m 

more  1  ban  1  year  boo 

ked  at  anot her  way.  con- 

t  act  mg  about  t  i57.tif  M  i  employers  (one  of  every  four  employers )  wit  h 
more  than  1  year  of  earnings  in  quest  ion  may  resolve  nearly  one-half  of 
the  reports  with  suspected  earnings  problems 
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Contacting  Employers 
to  Reconcile 
Differences  Helped 
SSA  Credit  Some 
Earnings 


Chapter  2 

IRS  and  SSA  Earnings  Differences  Total  More 
Than  $58  Billion 


We  estimate  that  the  total  earnings  on  the  reports  needing  reconciliation 
is  about  $143  billion  for  1978-83.  Reconciliation  does  not  always  result 
in  recording  additional  earnings  to  individuals'  Social  Security  accounts. 
For  example,  employers  may  have  used  different  kins  in  reporting  the 
same  earnings  to  ssa  and  iks;  if  so.  ssa  could  have  credited  each  of  the 
employees  for  their  earnings  and  could  have  the  ( W-3 )  record  of  total 
employees’  earnings  for  the  employer  under  an  kin  different  from  ms's. 
Employers  must  be  contacted  to  determine  whether  employees'  earnings 
were  reported  to  ssa  and  ins  under  different  kins  or  whether  employees' 
earnings  were  not  reported  or  were  underreported.  The  question  that 
arises  is  this:  Is  it  beneficial  to  attempt  to  reconcile  $143  billion  in 
employers’  earnings  reports  to  try  to  find  the  $33.7  billion  through  1983 
that  ssa  did  not  record  in  individuals'  Social  Security  accounts?  (Consid¬ 
ering  1984,  the  $143  billion  in  unreconciled  employers’  earnings  reports 
would  have  grown,  but  we  did  not  determine  the  extent  of  such  growth. ) 

ssa  found  that  contacting  employers  with  potentially  missing  or  discrep¬ 
ant  employees’  earnings,  as  identified  by  IKS,  does  result  in  the  crediting 
of  earnings  to  some  individuals'  Social  Security  accounts.  ss.\  did  two 
studies-'  of  the  usefulness  of  l Its- furnished  data  to  contact  employers:  in 
addition,  ssa  initiated  and  completed  the  first  part  of  a  more  comprehen¬ 
sive  effort '  to  reduce  backlogged  employers'  reports  needing  reconcilia¬ 
tion.  As  a  result  of  these  efforts,  ssa  was  able  to  credit  an  estimated  $3.(5 
billion  in  earnings  to  (592.108  individuals’  Social  Security  accounts.  The 
results  of  ssa's  crediting  efforts  are  summarized  in  table  2.4. 


“Ill  Hs  first  study.  SSA  .it f c*m | $1 « *« t  i«>  <  mita<  f  1  l_!  I  emplnvers  u  ii  h  imssimi  m  disi  repaid  r.inimus  tnr 
H*S(  I  nr  It  IS  1  nr  I  Hit  h  III  Its  seem  id  M  lid  \  SSA  attempted  h »  c  nut  a<  \  7  !  (S  J  empln\  ij  s  v\  it  h  missing  i  »r 
discrepant  l!»Kd  earnings 

‘Knr  tile  first  pan  nf  SS  \  S  three  pari  eftnil  tn  tesn|\  ,•  \  he  I  Ml  kh'^ed  efnp|n\ets  tejH.its  SS  \ 
attempted  tn  mill  net  ahmit  _'( *  I  V».s  enij  d«  »\  ns  with  mi^mi!  p.is't  nj « »rt  s  and  s:;  7'  'A  <  inp!<  «\  •■••s  w  it  I , 
missing  I!»7S  r«*|NirtN 
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Table  2.4:  Earnings  Credited  to 
Individuals’  Social  Security  Accounts 


Dollars  m  millions 


SSA  effort 

First  study 
Second  study 

First  part  of  effort  to  reduce  backlog 

Total 


Earnings  credited 
Amount  Employers 


3  3b0  2 

$3,553.5 


78,581 


Individuals' 

accounts 

credited 


36  3C2 

654  22' 

692,108 


'Lstimated  b,  SSA  This*  dimate  is  based  on  the  rioiij'  ,.i  ff 
reports  mat  SSA  processed 


l'sing  the  data  in  tables  2.1 . 2.2.  and  2  4.  it  is  possible  to  roughly  esti¬ 
mate  the  total  number  of  individuals  affected  by  the  reconciliation 
workload.  In  table  2.4,  (>92,108  individuals  were  credited  with  a  total  of 
about  $8,552.5  million,  about  $5,184  for  each  individual.  Assuming  that 
the  average  amount  credited  for  each  individual  would  also  apply  to  the 
$58.5  billion  not  recorded  by  ssa.  shown  in  table  2.1.  about  I  1.4  million 
instances  of  crediting  would  result.  After  adjusting  for  the  fact  that 
some  of  these  instances  of  crediting  would  involve  t  he  same  employees 
for  more  than  1  year,  as  indicated  in  table  2.8.  wo  estimate  that  9  7  mil¬ 
lion  individuals  have  unrecorded  earnings  from  the  recouciliat ion 
workload 


I’mii-  i‘t 
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Chapter  3 _ 

Uncredited  Earnings  Affect  Social  Security 
Beneficiaries  and  Trust  Funds 


Because  earnings  are  used  to  determine  an  individual's  eligibility  and 
benefit  amount,  uncredited  earnings  can  affect  ssa  benefit  payments. 
Current  beneficiaries  have  lost — and  will  continue  to  lose — benefits 
because  of  ss.Vs  failure  to  correctly  credit  their  earnings.  In  addition, 
individuals  with  uncredited  earnings  may  receive  less  in  benefits  than 
they  are  entitled  to  when  eligible  if  the  earnings  stay  uncredited. 

I  ncreditcd  earnings  can  also  affect  Social  Security  trust  fund  revenues. 
These  trust  funds  are  entitled  to  tax  revenues  based  on  ss.vrceorded 
earnings.  Consequently,  unrecorded  or  uncredited  earnings  should 
reduce  these  revenues,  ssa  would  have  to  return  about  $7.7  billion  to  the 
Treasury,  based  on  earnings  reports  for  the  years  1978-84.  if  ( 1 )  ssa -ms 
earnings  differences  are  not  reconciled  and  ( 2 )  current  ssa  earnings 
records  are  used  to  adjust  trust  fund  balances. 


Beneficiaries  Are 
Underpaid 


The  effects  of  uncrodited  earnings  are  illustrated  by  the  extent  of  under¬ 
payments  to  certain  beneficiaries  with  uncredited  wages  or  self-employ¬ 
ment  earnings  for  the  years  before  1982.  When  uncredited  earnings 
were  included  in  Social  Security's  benefit  computation,  monthly  benefits 
increased  from  loss  than  $1  to  over  $200  a  month  Further,  as  a  result, 
these  same  beneficiaries  were  due  retroactive  payments  ranging  from  a 
few  dollars  to  about  $4,500  for  |>eriods  over  5  years 


Effect  on  Employees  During  a  study  of  missing  and  discrepant  employers'  earnings  reports 

for  1980  and  1 981 *s\  obt  ainod  W  2s  from  employers  I  sing  11.151  of 
these  W-2s,  we  cheeked  Social  Security's  benefit  rolls  and  identified  858 
individuals  whoapjieared  to  have  uncredited  wages  and  were  revert  ing 
benefits.  To  determine  whet  her  uncredited  earnings  actually  affected 
benefits,  we  judgmentally  selected  some  of  I  he  558  beneficiary  case  files 
for  review  Case  files  are  located  throughout  the  country  We  selected 
cases  only  in  Philadelphia.  New  j  ork  <  its .  and  Woodlaw  n  i  Mar>  land  >  to 
facilitate  our  review  <  >f  1 .59  cases  selected.  ss\  was  able  to  pro\  ale  197 
files. 

In  08  of  the  1 .97  sample  cases  5i i  pen  cut  i  w ages  had  been  correi  1 1 \ 
included  in  ss\s  benefit  computation  The  missing  wages  were  identified 
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Table  3.1:  Effect  on  Monthly  Benefits  for 
Beneficiaries  With  Uncredited  Wages* 


Table  3.2:  Cumulative  Additional  Benefits 
Oue  Beneficiaries  With  Uncredited 

Wages* 


during  the  benefit  application  process,  generally  as  a  result  of  either 
ssa's  or  the  individual’s  noticing  that  earnings  were  not  credited.  For  the 
remaining  <>9  individuals  whose  uncredited  wages  were  not  included  in 
the  benefit  computation,  we  asked  ssa  to  calculate  benefits,  including 
the  earnings  that  had  not  been  previously  credited.  Inclusion  of  the 
uneredited  earnings  entitled  33  beneficiaries  to  an  average  of  $  1  li.H  1 
more  each  month.  The  other  3<>  beneficiaries  were  not  entitled  to  a 
higher  benefit  for  various  reasons:  for  example,  the  uncredited  earnings 
were  not  high  enough  ( relative  to  each  beneficiary's  own  history  of 
earnings)  to  be  included  in  the  benefit  computation.  (Generally,  the  ben¬ 
efit  computation  excludes  the  5  lowest  years  of  earnings. ) 

The  monthly  benefit  effect  on  the  33  beneficiaries  affected  is  summa¬ 
rized  in  table  3.1. 


Beneficiaries  affected  by 

1980  or  1981  or  both  uncredited  wages 

Less  than  $5 

$5-$10 

Over  $10 

$  1  to  $  1  000 

3 

1 

0 

1  001  to  5  000 

6 

2 

2 

5  001  to  10  000 

2 

3 

10  001  to  29  700 

2 

2 

? 

Total 

13 

8 

12 

••  ompuli-d  .is  .  ♦  »hf.  hfmdicujf ,  «■,  Ijst  month  of  ( 

idn.jih-lil ,  O'  Apr/  1  Mftt' 

The  33  beneficiaries  were  duo  higher  monthly  benefits  for  an  average  of 
31  months,  including  a  lew  that  exceeded  o  years.  Accumulated  pay¬ 
ments  should  have  been  higher  by  an  average  of  $4'>t>;  they  ranged  from 
a  few  dollars  to  about  Sl.H'iO.  The  additional  benefits  due  are  summa¬ 
rized  m  table  3  2 


Beneficiaries  affected  by 

Uncredited  wages  Less  than  $100  $100  to  $500  Over  $500 

$  1  i  1  j.  1  '  mo 

*  i  K ; ?  I.  •  III'  , 

s  0( > '  i, .  ' : .  1 1(  ii  . 

I  lie  •  .  .  4 

Total  12  11  10 

I  till  ing  <  m 1 1 •  ro\  lew  .  ss\  i  old  us  it  was  in  I  lie  process  of  credit  ing  t  liese 
beneficiaries'  earnings  and  correcting  their  benefit  payments 
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Effect  on  the  Self- 
Employed 


Although  self-employment  earnings  are  not  subject  to  the  ksa-ius  wage 
reconciliation,  such  earnings — when  uncredited — can  also  it  fleet  bene¬ 
fits.  Of  7,100  self-employed  (mentioned  in  ch.  1  ),  whose  earnings  we 
identified  (during  a  previous  review)  as  uncredited  in  1970  because 
either  ws  did  not  furnish  or  ssa  did  not  process  the  data.  1 .000  were  on 
Social  Security’s  retirement  and  survivors  benefit  rolls.  To  determine 
whether  uncredited  earnings  affected  their  benefits,  wejudgmentally 
selected-’  individuals  for  review.  Of  231  cases  selected,  ssa  was  able  to 
provide  220  benefit  files  for  our  review. 

!n  67  of  the  220  reviewed  cases  (30  percent ).  the  missing  earnings  had 
been  identified  by  the  individual  or  ssa.  generally  during  the  benefit 
application  process,  and  included  in  the  benefit  computation.  For  the 
remaining  153  cases,  we  asked  ssa  to  recalculate  the  benefits,  including 
the  earnings  that  were  not  credited.  Inclusion  of  the  uncredited  earnings 
entitled  62  beneficiaries  to  an  average  of  $7.90  more  each  month.  The 
other  91  beneficiaries  were  not  entitled  to  a  higher  benefit  for  various 
reasons:  for  example,  the  uncredited  earnings  wen*  not  high  enough  ( rel¬ 
ative  to  each  beneficiary’s  own  history  of  earnings)  to  be  included  in  the 
benefit  computation. 

The  monthly  benefit  effect  for  the  62  beneficiaries  that  were  affected  is 
shown  in  table  3.3. 


Table  3.3:  Effect  on  Monthly  Benefits  for 
Individuals  With  Uncredited  Self- 
Employment  Earnings' 


Uncredited  1979  self-employment 

_ Beneficiaries  affected  by 

earnings  amount 

Less  than  $5 

$5  to  $10 

Over  $10 

$  1  to  $  1  000 

9 

0 

i 

1  001  to  5  000 

25 

4 

3 

5  001  to  10  000 

2 

4 

7 

10  001  to  22  900 

0 

3 

4 

Total 

36 

11 

15 

'Computed  ds  of  the  honotioary  s  last  month  ot  c*J*’ *!l*t ,  uf  as  mi<  as  A.jijust  M<8: 


The  62  beneficiaries  were  due  higher  monthly  benefits  for  an  average  of 
43  months,  including  a  few  for  over  5  years.  Accumulated  payments 
should  have  been  higher  by  an  average  of  $434  and  ranged  from  a  few 
dollars  to  about  $4,500.  The  additional  benefits  due  are  summarized  in 
table  3  4. 


The  ti<>!i  was  made  based  on  a  stratified  randniu  sample  *»1  imp  indited  earning  am**unis  t<>i 
twnefU  files  I«k  aled  m  Philadelphia 
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Table  3.4:  Cumulative  Additional  Benefits 
Due  Individuals  With  Uncredited  Self- 
Employment  Earnings* 


Uncredited  1979  self-employment 
earnings  amount 

;  1  to  $  1  000 

’  001  to  5  000 

5  0C 1  to  1 0  000 

10  001  to  22  900 

Total 


Beneficiaries  affected  by 


Less  than  $100 

$100  to  $500 

Over  $500 

6 

4 

0 

15 

1 5 

2 

0 

6 

7 

0 

2 

5 

21 

27 

14 

oc’p  ,ti-o  as  o*  me  ticnotK  ,ar,-  s  last  month  of  eligibility  or  as  late  as  August  1985 


I  nless  these  (>2  beneficiaries  identify  the  missing  earnings,  the  under¬ 
payments  will  continue  to  grow  until  ssa  takes  corrective  action,  ssa 
does  not  plan  to  correct  these  underpayments  until  it  receives  additional 
data  from  lies.  (See  p. 55  for  discussion  of  the  needed  corrective  action 
and  its  status. ) 


Future  Beneficiaries 
May  Be  Underpaid 


Some  individuals  fact'  reduced  benefits  or  ineligibility  because  of 
uncredited  earnings.  If  these  individuals'  survivors  were  eligible  for  ben¬ 
efits  in  January  1084,  when  we  measured  the  potential  effect  on  bene¬ 
fits.  they  would  have  received  benefits  lower  than  they  were  entitled  to. 
Furthermore,  a  few  individuals'  survivors  would  have  been  found  ineli¬ 
gible  for  benefits  when,  in  fact,  they  were  eligible  if  the  uncredited  earn¬ 
ings  were  included. 

We  identified  5.714  employees  whoso  earnings  were  not  credited  to  their 
Social  Security  accounts.  Those  employees  were  identified  by  using  the 
same  11,151  W-2s  that  ssa.  during  its  study  of  employers  with  poten¬ 
tially  missing  or  discrepant  earnings  reports,  obtained  from  employers 
( see  eh.  1  ).  To  determine  t  he  potent  ial  effect  uncredited  wages  could 
have  on  the  benefits  of  an  employee  should  he  or  she  die  and  leave  a 
survivor,  ssa  calculated  Social  Security  benefits  with  and  without  the 
uncredited  wages. 

We  found  that  the  uncredited  wages  could  affect  5.510  employees'  sur¬ 
vivors  ( t  hroo  of  every  five)  by  an  average  of  about  $  1 7  per  moot  h.  See 
appendix  V  for  more  details  on  t he  potential  monthly  benefit  effect  of 
uncredited  wages  Further,  the  wages  that  were  not  credited  but  should 
have  bet'll  were  necessary  for  (id  employees:  without  these  earnings 
their  survivors  would  not  have  been  eligible  for  any  benefits. 

Similarly,  of  the  7 .100  self-employed  whose  earnings  were  earlier  identi¬ 
fied  as  uncredited  m  I  !*7d.  1.472  ( t  wo  of  every  three )  could  have  had 
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Retention  of  Some  Tax 
Money  in  Trust  Funds 
May  Be  Questionable 


survivors  affected  by  the  uncredited  earnings.  The  average  monthly 
benefit  effect  was  $7.30.  See  appendix  VI  for  more  details  on  the  poten¬ 
tial  monthly  benefit  effect  for  survivors  of  individuals  we  identified 
during  a  previous  review  (cited  in  eh.  1  )  as  having  uncredited  self- 
employment  earnings. 


The  Social  Security  Act.  section  201(a).  specifies  that  tax  money  should 
be  transferred  to  the  trust  funds  based  oil  the  Secretary  of  ims's  certify¬ 
ing  earnings  amounts  actually  recorded  in  records  established  and  main¬ 
tained  by  the  Secretary.  In  practice,  ssa  certifies  earnings  (on  behalf  of 
tills)  but,  since  1978.  has  not  made  the  certification  based  on  earnings 
amounts  in  its  records.  Instead,  ssa  has  made  "interim  certifications" 
based  on  quarterly  earnings  amounts  reported  by  employers  to  iks  and 
recorded  by  iks.  In  effect,  ssa  is  certifying  that  it  expects  to  record  earn¬ 
ings  in  the  amount  iks  has.  Although  such  interim  certification  may  be 
appropriate  until  a  final  certification  can  be  made,  based  on  ssa's 
records,  the  law  does  not  specify  a  time  limit  for  accomplishing  such  a 
'inal  certification,  and  ssa  has  not  made  one.  Because  ssa  records  sup¬ 
port  $58.5  billion  less  in  earnings  than  iks  records  as  of  March  1987.  an 
estimated  $7.7  billion  in  taxes  is  bei*  g  retained  by  the  trust  funds,  for 
which  ssa  has  recorded  no  earnings.  About  $2.8  billion  of  these  taxes  are 
for  1978-82  earnings,  years  for  which  employers  are  no  longer  required 
to  retain  earnings  records.  If  ssa  was  to  certify  the  earnings  it  has 
recorded  for  these  years,  which  we  believe  reasonable,  it  would  have  to 
return  any  previously  appropriated  taxes  in  excess  of  the  earnings 
certified. 

Before  1978.  both  IKS  and  ssa  used  the  same*  quarterly  reports  of 
employees'  earnings.  I  ntil  1978.  the  quarterly  certification  letter  was 
based  totally  on  (ssa's)  recorded  earnings  as  required  by  law.  Since 
1978.  ssa  has  revised  the  basis  and  substance  of  its  certification  letter  to 
t lie  Treasury  because  ssa  began  receiving  earnings  information  annually 
rat  her  than  quarterly  and  needed  a  more  current  basis  for  target  ing  the 
(low  of  tax  money.  ss..\  now  uses  the  earnings  data  iks  has  recorded  and 
accumulated  from  employers'  94 1  s  (  filed  quarterly  ):  ssa  considers  t  hose 
data  as  estimates  of  earnings  that  it  expects  to  eventually  record.  As  a 
result,  ssa's  cert  ificat ions  have  been,  and  cont inue  to  be.  bast'd  on  t hese 
estimates  Neit her  iks  nor  ssa  has  assessed  i he  reliability  or  accuracy  of 
t  he  current  IK’S  data  on  which  t  hese  est incites  are  based. 

We  asked  ssa  and  iks  what  constitutes  a  reasonable  time  period  for  certi¬ 
fication.  but  neither  specified  a  time  period  ssa  responded:  “(liven  the 
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problems  we  have  faced  with  reconciliation  since  the  advent  of  annual 
wage  reporting,  we  have  no  experience  upon  which  to  determine  what  a 
reasonable  time  period  may  be,  but  we  support  the  development  of  a 
reasonable  time  period  goal."  iks  responded:  "Since  no  time  frame  is 
specified  by  law,  wo  accept  the  current  certification  time  period  pres¬ 
ently  being  followed  by  mills. "  We  believe  it  reasonable  that,  as  a  guide¬ 
line.  the  maximum  time*  period  for  certification  should  correspond  to  the 
present  duration  that  employers  are  required  by  iks  to  retain  employees' 
records  of  earnings.  Current  iks  instructions  state  that  employers  should 
retain  employees'  earnings  records  for  4  years. 

We  also  asked  the  following  question:  “Must  ssa  return  to  the  Treasury 
trust  fund  credits  for  earnings  that  exceed  amounts  [ssa  is)  able  to  cer¬ 
tify?"  ss.\  said: 


"The  Social  Security  Act  (Section  201(a))  requires  that  the  taxes  appropriated  to 
the  Old-Aged  and  Survivors  Insurance.  Disability  Insurance,  and  Hospital  Insurance 
trust  funds  he  determined  by  t he  Secretary  of  the  Treasury  by  applying  t  he  applica¬ 
ble  rates  of  tax  to  wag<  .  I  self-employment  income  certified  by  the  Secretary  of 
IIIIS.  The  Secret  ary  of  (lit.-.  to  cert  ify  wage  data  to  Treasury  based  on  'records  of 
wages  established  and  maim:  lied'  by  the  Secretary  of  IIIIS.  The  taxes  are  initially 
appropriated  to  the  trust  funds  on  an  estimated  basis.  Periodic  adjustments  are  sub¬ 
sequently  made  tot  he  extent  that  the  est  i  mates  are  found  to  differ  from  the 
amounts  of  taxes  actually  payable  as  determined  from  reported  earnings 

"For  calendar  years  1B78-  1U85.  adjustments  have  been  made  on  t he  basis  of  wages 
reported  to  IKS  on  term  fM  I  Those  wage  data  have  been  'certified'  as  interim  data. 

The  wages  paid  in  recent  years  have  not  been  certified  to  Treasury  in  the  same 
sense  that  wages  certified  before  HITS  were  certified  because  the  data  do  not  repre¬ 
sent  individual  employee  ‘records  maintained  and  established  by  the  Secretary  of 
IIIIS.'  When  t  he  earnings  are  fully  cert  ifiod  based  on  IIIIS  records  (  finalizing  IIIIS 
wage  dat  a  is  dependent  on  I  he  roeonciliat  ion  process ).  any  excess  of  t  he  previously 
appropriated  taxes,  over  and  above  the  taxes  determined  from  the  certified  earn-  1 

ings.  must  be  returned  to  the  general  fund  of  the  Treasure  Similarly,  any  excess  of 
taxes  determined  from  the  certified  wages,  over  and  above  the  previously  appropri¬ 
ated  taxes,  must  also  be  appropriated  from  the  general  fund  to  the  trust  funds 

"Be  tore  earnings  are  cert  if  led  for  any  of  t  he  years  I !  178  or  lat  or,  any  remaining  < 

unreconciled  wage  reports  will  lie  added  to  the  Xnndctnilcd  Kmployce  Kcport  file,  a  I 

file  of  undistributed  wage  items.  Any  wages  in  this  file  will  be  included  in  the  earn¬ 
ings  certified  to  t  he  Treasury .  At  tlustime.it  is  not  known  whet  her  t  he  cert  ificat  ion 
of  earnings  for  t  hose  years  w  1 1 !  act  ually  result  in  a  ret  urn  to  t  he  general  fund  or  an 
addit  lona I  appropi  mt  ion  to  t  lie  t  rust  funds  " 
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ssa’s  response  recognizes  that  ( 1)  its  certifications  since  1978  are 
“interim”  because  they  are  not  based  on  records  established  and  main¬ 
tained  by  the  Secretary  of  mis  as  provided  in  the  law;  (2)  making  its 
earnings  data  final,  and  thus  achieving  final  certification,  is  dependent 
on  completing  the  reconciliation  process;  (3)  its  final  certification  should 
be  based  on  individual  employee  records  maintained  and  established  by 
ssa  (on  behalf  of  mis);  and  (4)  the  iks  941  data  are  not  individual 
employee  records,  ssa’s  creation  of  an  employer  suspense  account  file, 
referred  to  by  ssa  as  a  Nondetailed  Employee  Report  file,  places  unrec¬ 
onciled  earnings  recorded  by  iks  into  an  ssa  file.  However,  use  of  such  a 
file  for  certification  would  not  be  an  adequate  basis  for  final  certifica¬ 
tion  because  after  reconciliation  is  completed,  the  remaining  unreconcil- 
able  earnings  ( 1 )  would  be  total  earnings  amounts  reported  by 
employers  and  not  amounts  creditable  to  individuals’  earnings  records 
and  (2)  could  have  already  been  credited  to  individuals’  records. 
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ssa  and  ms  have  not  adequately  resolved  differences  in  employers'  earn¬ 
ings  reports,  nor  have  they  addressed  the  causes  of  the  differences. 

Many  causes  ha,re  contributed  to  the  current  problem.  The  change  in 
employer  reporting  requirements  and  weaknesses  in  ss.Vs  internal  con¬ 
trols  resulted  in  larger  than  anticipated  numbers  of  employers'  reports 
that  had  to  be  reconciled.  The  resultant  need  for  larger  than  anticipated 
resources  was  not  addressed  by  either  agency.  Changes  in  ss.Vs  leader¬ 
ship  and  management’s  inability  to  resolve  conflicting  organizational 
priorities  also  contributed  to  the  problem.  The  unreconciled  backlogged 
reports  have  prevented  identification  of  the  underlying  causes  of 
employer  reporting  differences,  which  must  be  known  before  plans  can 
be  developed  to  prevent  or  detect  future  occurrences. 

After  nearly  (1  years  of  its  own  studies  and  discussions  with  ms.  ssa  has 
begun  to  reconcile  some  earnings  differences  and  has  developed  a  recon¬ 
ciliation  plan.  The  plan,  however,  does  not  address  ( 1 )  all  the  backlogged 
earnings  reports  and  (2)  what  to  do  about  employers  who  are  unable  or 
unwilling  to  help  ssa.  Furthermore,  because  employers  retain  records  for 
a  limited  time,  information  needed  to  reconcile  some  older  reports  may 
not  be  available. 


Some  Causes  of 
Reporting  Differences 
Not  Fully  Understood 


With  the  advent  of  a  new  system  of  combined  annual  wage  reporting  in 
1978,  ssa  started  experiencing  a  substantial  growth  in  the  number  of 
missing  and  discrepant  employers*  earnings  reports.  The  change  to  a 
new  system  required  a  change  in  earnings  reporting,  contributing  to  this 
growth,  ssa  has  twice  conducted  studies  of  the  reasons  for  this  growth, 
but  it  has  not  boon  able  to  fully  determine  what  they  are.  However,  ssa 
has  identified  weaknesses  in  its  earnings  recording  system  that  may  fur¬ 
ther  contribute  to  the  uncredited  earnings  problem. 


Changes  in  Reporting 
Requirements  Contributed 
to  Growth  in  Missing  and 
Discrepant  Reports 


The  number  of  missing  and  discrepant  reports  climbed  from  1 71 .000  in 

1977  to  about  582.000  in  1978  and  later.  Some  of  this  growth  was 
caused  by  the  change  to  combined  annual  wage  reporting,  instituted  in 

1978  to  reduce  the  reporting  burden  on  employers.  Since  1978,  employ¬ 
ers  have  boon  required  to  submit  91  Is  to  ms.  but  t hey  do  not  have  to 
provide — as  they  had  previously — detailed  quarterly  lists  of  employees 
and  their  earnings.  Instead,  employers  are  now  required  to  annually 
report  employees'  earnings  to  ssa  for  each  employee  and  lor  total 
employees.  As  a  result .  for  1978  and  later.  I  wo  data  sets  are  prepared  b\ 
employers  and  compared  by  I  lie  agencies  instead  of  t  be  same  data  being 
used  by  both  agencies,  as  was  done  for  1977  and  earlier. 
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Even  though  the  combined  annual  wage  reporting  system  requires 
employers  to  report  separately  to  ms  and  ssa,  ssa  has  evidence  to  show 
that  some  employers  are  still  reporting  to, just  one  agency — ms.  Even 
though  ms's  procedures  require  forwarding  data  to  ssa  that  should  have 
been  sent  to  ssa.  not  all  such  data  art*  included  in  ss.Vs  records.  ss.Vs  first 
study  showed  that  for  employers  who  said  that  the  data  were  sent  to 
irs,  only  40  percent  of  the  data  were  recorded  by  ssa.  ssa  could  not 
determine  whether  the  original  earnings  reports  were  received  from  ms 
or,  if  received,  what  happened  to  them. 

In  April  1980,  we  visited  ms's  Philadelphia  Service  Center,  1  of  ms's  10 
service  centers  where  individuals  and  employers  send  their  tax  returns, 
to  determine  if  employers  were  erroneously  sending  1985  earnings 
reports  to  ms  instead  of  ssa.  We  found  that  10.250  employers  had  erro¬ 
neously  sent  this  service  center  10.825  earnings  reports,  totalling  more 
than  $800  million.  Although  the  data  sent  were  mostly  for  1985,  we 
noted  from  ms  records  that  earnings  reports  for  prior  years,  ranging 
from  1979  to  1984,  were  also  erroneously  sent  to  ms. 

We  compared  employers  who  erroneously  sent  ssa  data  to  ms  with  the 
irs-ssa  listing  for  1978-83  missing  and  discrepant  reports.  We  found  that 
4,934  (30  percent )  of  these  employers'  reports  had  boon  missing  or  dis¬ 
crepant  in  prior  years.  Further.  2.140  (about  13  percent )  of  these 
employers  had  more  than  1  year  of  missing  or  discrepant  earnings 
reports. 

ssa  officials  said  that  because  the  system  requires  more  tracking  and 
accounting,  the  possibility  for  error  increases.  Employers  prepare  and 
submit  five  separate  reports  (the  four  quarterly  reports  to  ms  and  the 
more  detailed  annual  report  to  ssa)  at  different  times.  This  increases  the 
number  of  places  an  error  can  he  introduced  into  the  system.  Further, 
the  fact  that  the  maximum  earnings  amount  subject  to  Social  Security 
taxation  increases  each  year  also  introduces  another  possibility  for 
error  ( if  an  employer  does  not  recognize  a  change  tot  he  higher  maxi¬ 
mum  amount ).  In  addition,  an  employer  can  change  KINs  during  the  year 
because  of  a  merger  or  consolidation.  The  employer  could  have  reported 
to  IKS  some  quarterly  earnings  under  an  kin  and  I  he  remaining  quarterly 
earnings  under  a  different  kin.  but  reported  employees'  total  earnings  to 
ss.\  under  only  one  of  the  two  kins.  Although  the  agencies  are  aware  that 
these  reporting  problems  occur,  the  agencies  have  not  evaluated  how 
t racking  such  kin  changes  could  reduce  the  reconciliat ion  workload. 
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Causes  Not  Sufficiently 
Identified  by  SSA  Studies 


Table  4.1:  SSA’s  List  of  Causes  of 
Missing  and  Discrepant  Earnings 
Reports 


In  its  first  study  of  employers'  earnings  reports,  in  which  ss.\  attempted 
to  contact  1 .424  employers  about  missing  or  discrepant  1980  or  1981  or 
both  earnings.  ss.\  recognized  that  certain  questions  needed  further 
invest igation  including 

•  why  some  \V-2s  apparently  sent  to  ssa  were  not  credited: 

•  why  some  earnings  reports  originally  listed  as  missing  or  discrepant 
were  located  at  ssa  ( ss\  said  soim*  were  due  to  subsequent  processing  of 
IKS  corrections,  delinquent  reports.  ssa  errors,  and  different  ItlNs.  but 
others  were  unexplainable);  and 

•  why  k.i\  changes  reported  to  iks  are  not  reflected  in  ssa's  records  (mak¬ 
ing  it  difficult  for  ss.\  to  determine  whether  it  has  processed  a  specific 
employer's  earnings  report ). 

In  its  second  study  of  employers'  earnings  reports,  ssa  attempted  to  ion- 
tact  7.984  employers  about  missing  or  discrepant  1988  earnings:  ssa  also 
attempted  to  address  the  cause  of  the  earnings  reporting  and  recording 
problems.  A  summary  of  the  causes  for  the  4.482  employers  who 
responded  is  shown  in  table  4.1 . 


Employers  affected 

Causes  (in  percent) 

Employer 

f- ailed  lo  enter  correct  Social  Security  earnings  on  W  2s  '2 

Failed  to  file  any  W  2s  10 

Used  different  E  l\  for  W  2s  than  for  tax  returns  fO 

Omitted  some  W  2s  3 

Completed  W  2s  and  allegedly  sent  them  to  incorrect  office 
SSA 

Keying  or  scanning  error  picked  up  the  wrong  amount  ot 

Social  Security  earnings  4 

Keying  or  scanning  error  picked  up  wrong  LIN  • 

Other  ’ 

IRS  errorb  1 

Otherb  2  < 

Unknown 

Total  100 
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The  data  in  table  4.1  show  t  hat  till  percent  of  t  lie  causes  of  missing  and 
discrepant  ea mint's  reports  were  not  attributable  to  a  sjiecifie  reason 

During  its  study  of  missing  and  discrepant  earnings  reports.  ssa  gath¬ 
ered  cost  data  to  measure  the  effectiveness  of  resolving  employers' 
earnings  reports  by  mail.  ss.\  found 


"The  total  direct  cost  for  t  lie  st  tidy  (  not  l  ml  i  id  mu  cost  ot  material  and  mailing  i  was 
$  1  I  il. 51415.  for  an  average  cost  of  $27  per  employ cr  w  I  to  responded  to  our  request  for 
information  We  were  able  to  resolve  about  .$•_!. dtai  for  each  dollar  of  direct  cost  of 
t  be  study .  and  will  tie  able  to  post  about  $  1  .tit  Ml  in  add  it  tonal  \\  ages  for  cm  b  dollar 
of  direct  cost  incurred  This  also  means  a  proper  credit  of  *  1  :t  1  in  |Soeial  Secure  ,\  | 
taxes  (  1  OH:)  rates  1  to  t he  t rust  funds  for  each  dollar  of  direct  cost 


In  1982,  the  i ms  Office  of  Inspector  General  identified  internal  control 
weaknesses  in  ssa's  earnings  fiat  a  processing.  These  weaknesses  have 
not  been  corrected,  and  ssa's  1984.  198:").  and  198(1  internal  control 
assessments'  stated  that  controls  over  the  system  that  maintains  earn¬ 
ings  records  appear  inadequate  to  ensure  that  individuals'  earnings  are 
completely  accurate,  ssa  had  planned  to  redesign  its  earnings  system  to 
correct  system  weaknesses.  The  planned  redesign,  however,  was  can¬ 
celed  in  December  1985  because  ssa  decided  that  higher-t ban-antici¬ 
pated  costs  and  improvements  already  made  rendered  the  proposed 
change  no  longer  cost-effective'. 

ssa  has  made  improvements  to  the  system  and,  at  present,  is  planning 
additional  changes  to  correct  some  problems;  however,  these  improve¬ 
ments  will  not  eliminate  the  need  for  reconciliation  or  resolve  all 
employer  reporting  differences,  ssa  improvements  to  the  system  include 
increased  computer  capacity  and  improved  file  accessibility,  which 
reduced  !  he  processing  I  ime  for  earnings  reports — from  .99  mont  hs  for 
1978  reports  to  7  months  for  1985  reports,  ssa’s  planned  changes 
include  establishment  of  an  employer  report  ing  file  that  will  list  employ¬ 
ers  who  reported  t  he  previous  year  and  are  expected  to  file  a  report  for 
the  current  year.  If  such  a  report  is  not  received,  ssa  will  be  alerted  to 
act  This  will  enable  ssa  to  identify  potentially  missing  reports  more 
than  a  year  earlier  than  currently,  and  result  in  an  immediate  inquiry  to 
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lark  nt  ret  f»n«  llldl  PHI  "t  IKS  and  S'a  \  «lal  a  Mil  i-mpInN  et  tejn  Hied  c.iflllliils  minimal  1"!'  Illls  1111|  »  111  a  111 
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SSA  and  IRS  Have  Not 
Worked  Well  Together 


SSA  Relied  on  IRS  to 
Complete  Reconciliation 


affected  employers.  This  change,  scheduled  for  implementation  in  Octo¬ 
ber  11)87.  would  not  reduce  the  need  for  reconciliation,  but  would  give 
ss,\  early  indications  of  potentially  missing  rejiorts  and  allow  earlier 
employer  contact  and  resolution  of  earnings  reporting  problems.  How¬ 
ever,  the  change  would  not  address  the  causes  of  the  discrepant  re|x>rts 
currently  identified  by  iks. 


Although  ss..\  and  iks  have  separate  missions,  they  share  the  use  of  some 
vital  earnings  and  tax  information  basic  to  their  distinct  missions,  ssa  is 
concerned  about  the  projx*r  crediting  of  earnings  to  individuals' 
accounts,  and  tits  is  concerned  about  the  proper  payment  of  taxes  on 
rejxnted  earnings.  Kmployers  report  earnings  and  tax  information  to 
these  agencies  at  different  times  for  different  purposes,  ssa  and  iks  rely 
on  each  other  to  share  data  that  were  reported  to  each  agency.  Both 
agencies  explicitly  recognize  their  dependence  on  each  other  by  enumer¬ 
ating,  in  an  interagency  agreement,  the  services  that  each  will  contrib¬ 
ute  to  help  the  other. 


Although  iks  initially  agreed  to  accept  responsibility  for  the  reconcilia¬ 
tion  of  employers'  earnings  reports,  it  has  not  completed  reconciliation 
for  any  year  since  1978.  As  a  result,  some  employees'  earnings  data 
associated  with  these  employers’  reports  and  which  ssa  needs  to  deter¬ 
mine  benefits  are  inaccurate  or  incomplete. 

The  iks-ssa  interagency  agreement  implementing  annual  wage  reporting 
was  authorized  by  Public  Law  9-4-202.  The  major  responsibilities 
assigned  to  each  agency  included  the  following: 

ssa  would  receive  from  each  employer  all  employees’  wage  statements 
( \Y-2s)  and  a  summary  of  employees'  earnings  (  YV-9 ).  ssa  would  recon¬ 
cile  VV-2s  with  VV-ds  and  provide  iks  these  documents  on  magnetic  tape. 
ssa  would  also  furnish  the  reported  and  processed  total  of  all  money 
amounts  for  these  documents. 

iks  would  identify  differences  between  the  total  wages  each  employer 
reported  to  ssa  and  the  total  annual  wages  l  he  employer  reported  to  iks 
in  its  quarterly  reports  iks  would  then  reconcile  differences  between 
iks’s  and  ss.Vs  records.  This  included  corresponding  with  employers  to 
verify  the  correct  amount. 

IKS  says  that  it  reconciles  as  many  reports  as  it  can  in  each  year  before 
moving  on  tot  he  following  year's  work  (  onsidering  its  limited 
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re*souree*s.  ius  emphasized  reconeiling  those*  reports  that  had  potential 
tax  liability,  an  emphasis  consistent  with  Iks's  mission  til  assessing  and 
eeillecting  taxes  tine.  Because  the  reconciliation  workload  was  much 
larger  than  expected,  ms  notified  ssa.  in  July  that  it  would  not 

completely  reconcile  the  1S)78  workload  and  subsequently  proposed  a 
modification  to  the  interagency  agreement.  This  modification  limited 
Iks's  reconciliation  effort,  saying  that  its  workload  would  be  "Subject  to 
normal  budgetary  constraints  and  resource*  restrictions  imposed  .  .  .  In 
addition,  this  modification  provided  that  Iks  would  give  ssa  tapes  of 
unreconciled  reports  as  of  December  81  of  the  second  year  following  the 
tax  year  in  which  wage  documents  were  processed.  ss,\  agreed  to  the 
modification  in  April  1!181.  but  it  did  not  agree  to  reconcile  Iks's  unrec¬ 
onciled  reports.  However,  ssa’s  agreeing  to  accept  t lie  tapes  indicates 
that  ssa  had  reason  to  know  Iks  would  not  complete  the  reconciliation 
each  year.  Although  Iks  notified  ssa  that  a  sizable*  portion  of  the  reports 
would  not  be  reconciled,  ssa— continuing  to  maintain  that  Iks  should 
resolve  the  unreconciled  workload — stored  the  tapes  Iks  sent  each  year. 

For  years  ssa  continued  to  maintain  that  t he  reconciliation  was  iks's 
responsibility,  and  did  little  more*  than  study  the*  problem.  Iks  eiiel  not 
believe  10()-pe*re  ent  mone  iliation  was  re*quire*d  by  law  e»r  by  agroe*me*nt. 
ssa  be*lieve*el  that  lies  should  e!e>  a  e-ewnplete  reconciliation  bee  ause*  it  was 
vital  to  ss  a  s  mission,  ssa  re*asoned  that  since  it  pe*rformt*el  e-e>mi>le*t e*  se*r- 
viers  lor  Iks.  sue  h  ;is  re*cording  and  providing  W-liP  (State*ment  lor 
Kee  ipie'nts  of  Annuities.  IVnsiems.  Re*tire*el  Pay.eir  IRA  Payments )  elata 
that  we*re*  primarily  for  tax  purpe»se*s  with  little*  or  inelimt  be*ne*fit  to  ssa. 
Iks  should  elo  ;i  complete  re*e*e>ne*iliat  ion  of  t  he*  elata  ssa  ne*e*de*el.  1  Iowe*ve*r. 
ss.\  se*e*me*el  to  elisre'garei  iks's  e  e mt e*nt  ion  t  hat  it  would  not  be*  able*  to  be jp 
ssa  flirt he*r.  e*ve*n  afte*r  Iks  be*gan  sending  ssa  tin*  computer  tape's  of  the* 
unfinisbe*el  re*e  e >m  i I iat ion  workload.  Although  Iks  planne*el  to  ree-oneile* 

1 00  pe*re*e*nt  of  t  he  1 !*7S  re'peirt  s.  ssa  re*e  e»rels  shenv  ne'arly  oStl.OOt )  miss¬ 
ing  or  elise  re'pant  reports  and  a  <lif fe*re*ue  e*  of  kd.tt  billion  in  re*e  e»rele*el 
e-arnings  Idr  that  ye*ar.  iks's  planned  rcconciliatiem  e*f forts  for  tax  ye*ars 
lH7H-<Sd  ranged  freim  lit)  to  •">()  pe*re*e*nt  of  reports  ne*e*eling  to  be*  re*sol\e*el 

Allot  be*r  impeirtant  aspevl  of  t  lie*  re*coneiliat  ion  issue*  is  l  hat  Iks  has  le*gal 
e*nldre  e*me*nt  aut  he  n  il  y  eonee*rning  1  lie*  submission  of  e*mpleiye*rs'  e*arnings 
re'ports.  I  nele*r  its  le*gal  authority.  Iks  can  impose*  penalt ie*s  on  nonre*- 
peirters  and  late*  re*porte*rs.  As  a  re'sult .  ssa  was  mncerne*el  about  e  eirre*- 
sponding  wit  h  e*mple»ye*rs  and  re*que*st  ing  e*arnings  informal  ion  since*  it 
bail  no  enforcement  authority  .  Without  enforcement  authority '.  ssa  relie*s 
on  volunl  ary  employe-r  re *) tort  mg  and  cannot  inveike*  any  penalt  \  for 
delinquent  report  mg  ssa  officials  told  us  l  bat  because  i  1  )  t  be  agre -ement 
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made  iks  responsible  lor  reconciling  employers'  reports  and  (  2  )  ssa  did 
not  have  enforcement  authority.  ssa  was.  until  December  15)85.  unwill 
in}*  to  reconcile  difTerences  in  these  reports. 


Sell-employed  indiv  iduals  report  their  earnings  and  pay  their  taxes, 
including  Social  Security  taxes,  to  i Ks :  it  shares  the  reported  self-employ¬ 
ment  earnings  data  with  ssa  so  that  these  individuals  receive  the  proper 
credit  for  their  earnings  in  their  Social  Security  accounts,  ss.v  must  rely 
on  i us  to  provide  these  data  because  there  is  now  no  other  way  for  ss.v  to 
obtain  the  data  so  that  it  can  credit  these  individuals'  earnings. 

In  1985,  we  reported  that 


•The  agencies’  present  methods  for  processing  self-employment  records  do  not 
ensure  that  all  self-employed  persons  who  have  report  able  earnings  receive  credit 
for  them.  Wo  estimate  that  for  returns  processed  in  1HH(I.  IKS  did  not  prov  ide  SSA 
with  information  on  about  2. liUU  tax  returns  with  earnings  totaling  S2U.5  million 
and  SSA  never  processed  an  estimated  tin. non  tax  returns  with  earnings  totaling 
about  $227.5  million  "J 


In  August  1983  we  first  told  ssa  officials  about  this  crediting  problem. 

To  correct  its  records  ssa  needs  self-employed  individuals'  1975)  earnings 
and  identification  data  from  ms  for  over  08.000  tax  returns  involved.  In 
our  review,  we  recommended  that  lies  provide  ssa  the  data  it  needed,  and 
iks  stated  it  would  review  the  problem  during  meetings  with  ssa. 

ssa  and  iks  met  on  December  12.  1985,  and  again  on  March  21 .  198b.  to 
review  the  status  of  the  corrective  action  wo  sought.  At  the  March  meet¬ 
ing,  iks  agreed  to  provide  the  self-employment  data  in  December  1.98b. 
However,  an  iks  official  said  subsequent  staffing  reductions  required  iks 
to  postpone  delivery  of  the  data  until  .June  15)87. 

On  March  25,  15)87.  iks  told  us  it  bad  to  revise  the  delivery  date  again: 


"When  t  he  original  meet  ings  were  held  approximately  two  years  ago.  personnel 
were  available  to  provide  t  he  support  for  a  project  of  l  Ins  magnitude  At  I  he  present 
time,  the  resources  available  In  do  t  lus  type  of  work  are  com  in  it  ted  through  late 
1!)H7  In  addition,  due  to  tax  law  changes  to  he  implemented  m  IUKH.  we  are  expect 
ing  substant  ial  changes  to  the  reports  we  present  I  y  produce,  as  well  as  the  need  for 
new  ones.  Therefore,  (lie  earliest  we  could  eon  unit  to  t  Ins  work  would  lie  si  intet  line 


I  liS  and  SSA  Can  Improve  die  Ventieal  ion  anil  Kei  ordinti  ot  1  Vila  I  Vm  idl’d  t'\  Nit  Km  piny  ml  lax 
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No  SSA  Action  Despite 
IRS’s 

Nonreconciliation 
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As  a  result .  ssa  will  nut  he  ahlc  to  (  1  i  act  on  Iks- In  tins  lied  data  lor  t  liese 
1979  self-employment  earnings  and  ( 2 )  make  necessary  i uri'e<  t  ions  to 
the  accounts  and  benefit  records  of  affected  indtv iduals  until  late  1988. 
it' t hen.  (See  p  22  for  a  discussion  of  t lie  act ual  effect  of  t hose 
uncredited  earnings  on  individuals  receiving  benefits  and  app  VI  for  tin 
potential  monthly  benefit  effects  fur  survivors  of  the  self-employed  i 


In  addition  to  its  insistence*  that  iks  reconcile  all  employers'  reports.  ss\ 
did  not  take  action  to  resolve  the  reports  on  the  computer  tapes  Iks  fur¬ 
nished,  primarily  because  of  internal  conflicts  concerning  resources  and 
organizational  responsibility.  Changes  in  leadership  and  the  absence  of  a 
financial  management  focal  point  contributed  to  the  problem 

ssa  had  been  told  to  resolve  unreconciled  employers'  reports  as  early  as 
1982.  Specifically,  in  a  July  1 982  report .  the  mis  ( Iff  ice  of  Inspector 
General  addressed  itself  to  the  irs-ssa  reconciliation  workload  for  1978. 
The  inspector  general  recommended  that  ssa  expedite  its  review  of  the 
1978  unreconciled  employers'  reports,  ssa  responded  that  ".  .  priority 
attention  will  he  directed  toward  appropriate  resolution  of  these  cases.'' 
However,  as  of  October  198ti,  ssa  had  attempted  to  reconcile  only  88.798 
of  the  580,999  unreconciled  1978  reports. 

.ssa  recognized  the  overall  magnitude  of  the  reconciliation  workload  and 
the  resource  requirements  implicit  in  correcting  hundreds  of  thousands 
of  earnings  reports.  A  July  1984  memorandum  from  the  deputy  commis¬ 
sioner,  Programs  and  Policy,  to  other  ssa  deputy  commissioners  stated: 

"1  am  very  much  concerned  that  IkS  records  show  SSA  lias  tailed  to  properh  i  redil 
about  oUO.nnn  wage  reports  every  year  since  we  went  to  annual  wage  report  mg  in 
1  (tTH,  As  most  of  I  liese  report  s  are  for  wage  amount  s  under  S  1  ti.ui  it  I.  our  failure  to 
post  t  liese  earnings  correct  I  v  adversely  affects  those  most  ill  need  of  Social  Set  ill'll  V 
program  coverage.  Kvrry  year.  I  lus  backlog  of  discrepant  reports  grow  s  h\  allot  her 
oOO.OOO.  This  is  in  add  it  ion  to  the  yearl\  increase  in  SS  \'s  SSti  Ini  lion  suspense 
files. 1  Moreover,  the  longer  we  delay  in  trying  to  corns  I  our  re<  ords.  the  less  lifeh 
it  is  we  w  ill  he  able  to  do  so  ,\lread\  .  main  of  t  hose  w  age  reports  are  so  old  t  hat 


Annual  Wage  Rr|mrt  mg  I 'recess.  I  lit  ice  el  lus|«<  i,  a  < .filer  at  I  h -|  i.i  rl  mein  el  I  leal!  1 1  and  I  hiin.iu  >  1 
\  ices.  Audit  Cent re|  ne  III  id  > dnh  do  luxd 

*  As  noted  en  pages  to  I  |  i  he  snsp-tise  pics  had  glow  n  n>  s  !  01 1  ",  Pillion  v'»  I  Pillion  m  v\  age-  and 
-«ti  a  Pillion  in  sell  eniplor  nieni  earnings  i  as  ■>!  <  icioP.  i  I usi, 
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(  ansi's  of  tll«*  Problem  mill  Attempt 
til  Resolution 


!'im unis  show  mu  v\  liiist- cni  nin^s  I  licy  ari'  111a;  he  iiiipussihlc  ui  \  urv  dilTuull  In 
1 1  lilt  Allll  I  lie  longer  We  wall  In  rcenlli  lie  I  liese  I'cpurl  s  I  llr  ini  H  r  a<l\  rrsr  rear l  lull 
Ur  rail  r\|irrl  I  lull i  I  hi-  puhlle  ami  employers 


I  am  ruiu  i'i  iiril  ahuiil  thr  resource  l  eqlureiiieiit s  mipln  il  ill  all  effort  by  SSA  In 
rum -rt  hiniilifils  ul  i  liuiisamls  ul  wage  reports  Vn.  I  ran  ilmik  ul  Irw  other  areas 
u  liri  i-  a  failure  by  SSA  lu  takr  art  mil  run  hi  jeopardize  1  hr  | m title's  confidence  in  unr 
ad  m  m  im  rat  mu  ul  i  hr  Sunn  I  Seciirii  y  program  Thr  pub  hi  must  hr  assn  rril  I  hat  thr 
u  i  U'k  credit  s  I  hey  haVr  paul  fur  are  being  accurately  rrrurdril  nil  I  heir  earnings 
rrrunls 

One  reason  for  ssa's  inaction  was  (hat  different  organizational  compo¬ 
nents  had  different  perspectives  that  worked  against  a  united,  coordi- 
nated  approach  to  solving  the  problem.  Two  key  ssa  components  had  a 
direct  interest  in.  hut  different  responsibiliti<>s  for.  the  reeoneiliation 
workload.  Systems  ( responsible  for  processing  l  he  computerized  infor¬ 
mation)  and  Operations  ( responsible  for  contacting  employers  to  resolve 
the  details  behind  the  missing  and  discrepant  reports  and  processing  the 
employers’  reports).  Although  those  organizational  components  debated 
the  mechanics  of  addressing  the  reconciliation  workload,  the  obstacle  to 
resolution  was  the  additional  resources  that  would  be  needed.  The  com¬ 
ponents  could  reach  agreement  on  t lie  work  required,  but  did  not  have 
t  lie  resources  to  carry  out  t he  required  work  Systems  expected  ( )pera- 
tions  to  somehow  fit  this  additional  unprogrammed  work  into  its 
existing  workload  without  additional  resources — and  Operations 
refused.  The  acting  associate  commissioner  for  cent ral  operat ions 
expressed  the  problem  in  an  April  litSo  memorandum  to  the  associate 
commissioner  for  systems  requirements: 

I  V\  ns  (pule  surprised  lo  t  eceiv  e  V  nil r  sub |erl  memorandum  W  llli'h  implies  W  l!  Ii  cer 
t  amt  y  1 1  ml  i  In-  I  Its  SSA  lemur  dial  mn  v\  ill  definitely  prm  him!  ii  Kit  y  mi  tun  u  t  uni 
plul  uil  \  mil  pi  mi-'  mul  pirn  cdurcs  As  u  u  hav  e  illsi  Ussed  nil  numerous  nrr;  |s|n|is 
ibis  is  .in  u  ii  hi  u  lii« -i  ud  uurkluai  I  i -si  i  mm  is)  as  requiring  fruit  i  IAS  in  7  An  vv  orb  v  ears 
depending  u pun  i  liu  ilcgrci-  nt  systems  enhancements  Siiu-c  u r  have  nn  | full  luce 
i'ip i iv  ali  nt  s)  In  i  t iinpli't I-  i  his  vvnrklu.ii |  mnl  since  vvu  recent  ly  Inuk  a  siihst  mil  lal  i  m 
m  nn  t  huilgi'liil  uv  url  iiiiu  lur  I  lus  yi.ir.  I  tv  mild  suggest  I  ha  I  \  mi  (lev  ul  u  y  our 
resume  es  tow  ai  d  mil  lal  IV  es  vv  e  mat  lie  able  In  i  umplele  I  his  year 

Kurt  her.  I  Ins  dilemma  could  not  he  easily  resolved  by  ssa’s  top  manage¬ 
ment  because,  a!  the  t  line  of  conflict .  a  deputy  commissioner  repre¬ 
sented  each  of  t  he  components.  so  all  view  pi  nut  s  had  st  mug  support 
Allot  her  balancing  force  against  ss\’s  resolut  nm  \\  as  t  he  interagency 
agreement  itself.  \\  tm  h  generated  internal  sy  \  pressure  to  insist  t hat  n;s 
do  what  1 1  had  agreed  to  do  The  •’>  year  ret  hid  ion  by  1 7. otto  st aff  t  hat 
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Chapter  4 

CauM**  of  the  Problem  anti  Attempts 
at  Resolution 


ssa  announced  in  December  1985  created  additional  pressures  for  ssa  to 
refrain  from  committing  resources  to  address  the  problem. 

Despite  a  realization  by  ska  and  iks  staff  at  the  operational  levels  that 
the  unreconciled  workload  continued  to  grow,  top  management  took  no 
action  to  resolve  the  disagreement  with  iks  or  initiate  action  on  its  own. 
Why  did  ska’s  inaction  continue  for  so  long,  especially  in  light  of  its 
awareness  of  the  effect  unreconciled  cases  could  have  on  individuals 
and  beneficiaries? 


As  indicated  in  our  March  1987  report  on  ssa  management,'  we  believe 
several  fundamental  management  shortcomings  underlie  ssa's 
nonresponsiveness.  First,  frequent  changes  in  leadership  tended  to  cause 
changes  in  priorities  and  complicate  efforts  to  correct  longstanding 
problems.  (Since  1978.  ssa  has  had  seven  different  commissioners  or  act¬ 
ing  commissioners. )  Second,  ssa's  organizational  structure  diffuses 
accountability,  creating  an  environment  that  is  not  conducive  to  system¬ 
atically  addressing  program-related  problems;  ssa's  structure  also  lacked 
a  high-level  focal  point  for  financial  management,  which  hindered  prog¬ 
ress  in  resolving  the  reconciliation  problem,  ssa's  establishment  of  a 
chief  financial  officer  position  in  1987  should  contribute  to  remedying 
problems  such  as  the  unreconciled  workloads.  Such  an  officer  is  needed 
to  work  with  program  directors  and  high-level  iks  officials  so  that  prob¬ 
lems  can  be  addressed  within  the  context  of  responsible  financial  man¬ 
agement  and  the  best  interests  of  beneficiaries  and  individuals.  Finally. 
ssa  did  not  have  an  effective  decision-making  process  to  ensure  that 
important  problems,  such  as  the  unreconciled  workload,  would  surface' 
and  be  addressed  at  the  commissioner  level. 


SSA  Is  Now 
Reconciling  Some 
Employers’  Reports 
but  Has  No  Plans  to 
Reconcile  Others 


ssa's  November  1985  study  of  8.000  employers  who  seemed  to  have  not 
reported  or  underreported  1988  earnings  showed  t he  value  of  contacting 
employers  to  resolve  differences.  The  results  of  t he  employer  contacts 
are  summarized  in  table  4.'?. 
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Dollars  m  millions 


Wages  Employers 

Additional  wages  reco'ded  m  individuals  records  2  22''J 

Wages  identified  as  having  been  previous//  recorded  b,  S.S4 
in  individuals  records  and  reconciled  with  IRS  s  records  'dv  g  '822 


Wages  not  reconciled  (employers  did  not  respond!  ouj  ’  •  •.22 

Total  $918.2  7.984 


In  commenting  on  the  mailing  of  inquiries  to  employers.  ss.\  said: 


"The  early  returns  show  that  mail  eontaets  wit  It  employers  In  i  he  pilot  st  nth  gciicr 
ate  significant  postings  of  wages  that  would  not  ot  heru  ise  have  been  posted  and 
produce  information  enabling  SSA  to  reconcile  a  significant  port  ton  of  t  lie  Ilfs  ss.\ 
discrepancies. 


it  appears  1  hat  mailings  to  both  categories  of  employers  |  namely  |  those  w  hose 
wage  reports  were  missing  and  those  who  underreported  wages,  w  ill  probably  pn>\ e 
to  he  cost  effect ive." 

In  December  1985.  the  ac  t ing  commissioner  of  Social  Security  decided 
that  the  entire  reconciliation  workload  needed  to  he  resolved,  and 
directed  that  a  plan  be  developed  to  do  so.  In  response.  ss.\  developed  a 
plan  for  resolving  198d  employers'  reports  of  missing  and  discrepant 
earnings.  While  contacting  employers  about  1988's  reporting  problems. 
ss.\  also  planned  to  resolve  ;my  missing  or  discrepant  reports  t hat 
employers  had  during  1978-82.  The  three-phased  plan  that  ss.\  devel¬ 
oped  would  address,  by  the  end  of  1987.  about  I  million  of  the  8.5  mil¬ 
lion  backlog  of  1978  to  1988  unreconciled  reports.  Kmployers’  responses 
to  ssa's  inquiries  are.  on  average,  about  50  percent .  and  sx.\,  which  has 
no  enforcement  authority,  has  no  plans  to  deal  with  nonresponders. 

ss\  also  decided  (  1  )  that  about  100.000  employers’  earnings  reports 
could  be  corrected  internally  wit  bout  contacting  employers  by  checking 
those  that  show  employers  paid  Social  Security  taxes  but  did  not  have 
related  Social  Security  earnings  amounts  on  t ho  reports  and  (  2  )  to  apply 
tolerances  < amounts  of  earnings  differences  ss\  considers  too  small  to 
invest igate )  so  t  hat  7 28.000  reports  would  not  require  contacting 
employers.  ss\  does  not  have  a  plan  to  address  the  remaining  1 .7  million 
employers’  reports  from  1 978  to  1 982.  nor  does  it  ha\  e  a  plan  to  resoh  e 
about  I  million  missing  and  discrepant  reports  that  IKS  either  subse¬ 
quently  identified  in  1980  <  representing  1981 )  or  will  identity  in  19K7 
(  representing  1985  i. 
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Causes  of  I  he  Problem  ami  Attempt 
at  Resolution 


Backlog  and  Future 
Workloads  Not  Completely 
Addressed 


Tolerances  Affect  Low- 
Income  Workers  Most 


ssa's  strategy  tor  choosing  1282  as  its  reconciliation  starting  point  was 
relatively  straightforward:  first  phase,  cheek  the  employers'  reports 
that  were  most  current.  ssa  reasoned  that  these  employers  were  more 
likely  to  still  be  in  business,  he  easily  located,  and  have  records  availa¬ 
ble.  This  phase,  essentially  completed  in  late  128(>.  concentrated  on  rec¬ 
onciling  1282  missing  reports  for  2(  *4.558  employers  with  no  prior 
history  of  reporting  problems:  included  also  were  82.702  employers  with 
the  highest  ss.vius  earnings  reports  differences  for  1 1*78.  The  second 
phase,  begun  in  October  1280.  includes  about  d70.0(l(l  employers  who 
had  missing  or  discrepant  reports  in  11*82  and  in  at  least  1  other  year. 
The  final  phase  is  scheduled  to  begin  in  October  11*87.  and  will  cover 
about  75. 000  employers  with  discrepant  reports  for  11*82  only. 

ssa  expects  that  the  unreconciled  workload  for  the  next  2  years  will  be 
similar  to  that  in  the  11*78-82  period  finis,  the  workload  that  ssa  hopes 
to  eliminate  will  be  replaced  by  a  similar  workload:  consequently,  ssa 
will  have  made  little  progress  in  reducing  the  backlog. 

We  previously  reported  that  ssa 

"estimates  that  it  may  take  as  main  as  it. •”1(1(1  work  y ears  t <  1  i < inert  t  lie  disc •  n •[ >;i n 
t  ies  lor  t  lie  years  I H7S  H:i  alone  Adda  lona I  errors  hav  e  likely  o<  eiirred  in  I  US  l  and 
1  US')  and  will  coni  lime  to  on  nr  unless  SSA  ideal  it ies  and  eorreel  s  (lie  <  aiisr  of  t  lie 
differences.  SSA  lias  budgeted  a  total  of  only  Slid  work  \  ears  m  1 1  si  a  I  years  I  USii  ss 
to  begin  efforts  to  reconcile  about  I  mil  lion  of  I  lie  :l  V  million  employ  or  report  s  and 
w  ill  have  to  budget  add  1 1  mil  a  I  work  years  in  1  lie  tin  me  1 1  the  reeoned  lal  ion  is  in  be 
completed 


ssa  has  adopted  tolerances  for  the  missing  and  discrepant  reports  for 
which  no  employer  contact  or  reconciliation  effort  will  he  attempted. 

For  missing  reports,  t he  tolerance  will  he  an  amount  that  is  less  than  t he 
dollar  amount  needed  by  an  individual  for  one  quarter  of  coverage  1  e  g 
■S25(i  in  1278).  For  1278  and  Utter  discrepant  reports,  the  tolerance  will 
be  an  amount  less  than  a  8  1 .785  difference  bet  ween  the  amounts 
reported  to  iks  and  ssa.  ssa  officials  studying  the  effects  of  tolerances 
did  not  consider  the  inconsistency  in  using  different  amounts  for  missing 
and  discrepant  reports  My  apply  ing  these  tolerances,  ss  \  will  exclude 
722.228  employers'  reports,  including  7(1.421  missing  and  (>52. 187  dis¬ 
crepant  reports 
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Chapter  4 

Causes  of  the  Problem  and  Attempt 
at  Resolution 


SSA  Has  No  Plans  for 
Addressing  Employers 
Unable  or  Unwilling  to 
Respond 


ssa  has  studied  the  effect  of  applying  the  $1,785  tolerance  amount  to 
employers’  reports  it  receives  by  comparing  W-3  amounts  with  W-2 
amounts,  ssa  found  that  quarters  of  coverage,  which  affect  eligibility, 
could  be  lost  through  the  application  of  a  $1,785  tolerance,  ssa  also 
examined  the  relationship  between  W-3  errors  and  W-2  errors  to  assess 
the  maximum  effect  on  individuals.  If  a  discrepancy  of  $1 .785  involved 
only  one  individual's  earnings,  the  effect  on  monthly  benefits  would  be 
about  $9  less  a  month  for  an  individual  earning  less  than  $  1 2.000  a  year 
and  about  $3  less  a  month  for  an  individual  earning  more  than  812.000  ; 
year.  Of  sampled  W-.'js  that  did  not  match  the  W-2  totals,  ssa  found  that 

•  5(5  percent  did  not  affect  any  W-2. 

•  29  percent  affected  one  W-2. 

•  9  percent  affected  two  W-2s. 

•  3  permit  affected  three  W-2s.  and 

•  2  percent  affected  four  or  more  W-2s. 

Further,  ssa  indicated  that  the  employers'  earnings  reports  most 
affected  by  tolerances  are  likely  to  represent  earnings  for  low-earning 
individuals,  such  as  household  or  migrant  workers.  The  application  of 
dollar  tolerances  proportionately  affects  the  benefits  of  the  lowest  paid 
individuals  to  a  greater  degree  than  other  individuals. 


ssa  has  not  decided  how  to  address  employers  who  cannot  or  will  not 
respond  toss.Vs  request  for  information  about  earnings  reports.  Some 
employees  may  never  receive  the  proper  credit  for  their  earnings 
because  of  ( 1  )  employers'  not  retaining  earnings  records.  1 2  )  employer 
dissolution,  or  (3)  the  inability  of  ssa  or  ms  or  both  to  locate  the 
employer.  During  its  study  of  1.424  employers  with  1980  or  1981  or 
both  unreconciled  earnings  reports  and  7,984  employers  with  1989 
unreconciled  earnings  reports,  ssa  did  not  receive  a  response  from  02 
percent  of  t  he  1 .424  and  from  45  percent  of  t  ho  7,984.  Similarly,  ss  \  did 
not  receive  responses  from  48.0  percent  of  the  204,558  employers  with 
unreconciled  1983  reports  and  from  58.7  percent  of  the  83.703  employ¬ 
ers  with  unreconciled  1978  reports. 

As  the  backlogged  reports  become  older,  it  is  more  likely  that  employers 
will  not  he  able  to  respond  because  the  records  tire  no  longer  available. 
ssa  s  study  of  1 .424  sampled  employers  asked  how  long  employee 
records  were  retained.  ( )f  I  he  24  1  employers  <  1 7  percent )  responding  to 
this  question.  150  Mil  percent  )  said  they  retain  their  records  7  years  or 
less,  ms  requires  employers  to  keep  employment  tax  records  for  at  least 
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Table  4.3:  Years  Employers  Retained 
Earnings  Records 
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4  years  after  the  date  the  tax  becomes  due  or  is  paid,  whichever  is  later. 
This  suggests  that  employers'  records  of  employer's'  earnings  from  the 
earliest  years  of  annual  wage  reporting  may  not  be  available  even  if  ssa 
is  successful  in  locating  and  contacting  the  employers.  The  responses  of 
the  244  employers  are  summarized  in  table  4.4. 


Years  records  retained 

Employers  (in  percent) 

3 

6  i 

4 

4  5 

5 

16  0 

6 

5  3 

7 

29  5 

8 

1  2 

9 

08 

10 

17  2 

11  to  1 5 

28 

16  to  20 

20 

21  to  25 

04 

Indefinitely 

13  9 

Total 

100.0b 

‘Based  on  their  responses  these  employers  may  not  be  retaining  their  emplo, merit  records  as  lom;  as 
IRS  requires 

1  Total  does  not  add  due  to  rounding 

ssa  has  no  plans  to  alert  affected  employers  to  the  need  to  save  employ¬ 
ees’  earnings  records,  which  could  he  discarded  because  of  the  expira¬ 
tion  of  the  record  retention  period  specified  by  ins.  The  number  of  years 
that  employers  retain  earnings  records  affects  whether  ssa  will  be  able 
to  obtain  missing  W-2  data  for  reconciliation,  ssa  data  from  employers 
who  responded  to  ss.Vs  question  about  records  retention  show  that 
about  30  percent  of  employers  said  they  retained  employees’  records  for 
7  years;  about  32  percent  said  they  retained  records  less  than  7  years; 
and  about  38  percent  said  they  retained  records  more  than  7  years. 

In  addition,  ssa  has  no  enforcement  authority;  however,  the  law  pro¬ 
vides  ms  with  enforcement  authority.  Therefore.  ss\  must  either  depend 
on  the  employer  to  voluntarily  provide  the  data  or  depend  on  ms  to 
enforce  employer  reporting  requirements.  If  the  employer  chooses  not  to 
respond,  ssa  has  no  din'd  leverage  to  require  a  response,  and  some 
employers  have  refused  to  cooperate. 
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Conclusions 


For  t hi*  great  majority  of  workers,  the  dual  reporting  system  —which 
requires  employers  to  report  employees'  earnings  to. ssa  and  ins — has 
resulted  in  employee  earnings  being  properly  credited  to  their  Social 
Security  accounts.  Differences  in  amounts  employers  teport  to  each 
agency,  however,  have  not  been  quickly  resolved,  resulting  in  backlogs 
of  unreconciled  cases.  For  the  years  11178-84,  ssa  credited  808.0  billion 
less  in  earnings  t  ban  employers  reported  to  tits.  Alt  hough  t  he  number  of 
workers  affected  is  not  known,  we  estimate  that  this  hacking  of  unrec¬ 
onciled  differences  could  affect  about  11.7  million  workers.  To  some  of 
these  workers  who  are  already  beneficiaries,  the  uncredited  earnings 
mean  they  are  receiving  less  in  benefits  than  they  are  entitled  to. 

ss.\  is  responsible  for  ensuring  that  beneficiaries  receive  proper  credit 
for  their  earnings.  Although  ssa  agreed  to  rely  on  tits  to  resolve  differ¬ 
ences  in  earnings  reported  by  employers.  ss.\  was  slow  to  respond  when 
subsequent  events  showed  that  tits  could  not  completely  fulfill  that 
responsibility.  Among  the  causes  were  ( 1  )  ss.Vs  insistence  for  some  time 
that  tits  comply  with  the  original  agreement  and.  alone,  resolve  till  dif¬ 
ferences:  (2)  ssa's  organizational  structure,  which  diffuses  responsibility 
for  program-related  matters  and  lacked  a  financial  management  focal 
point  and  perspective;  and  (3)  more  recently,  the  pressures  of  accom¬ 
plishing  an  overall  agency  staff  reduction. 

Because ssa  and  Iks  have  different  missions,  it  is  natural  that  they  will 
have  different  perspectives  and  priorities  concerning  work  that  they  do 
for  each  other.  We  can  understand  that  from  iks's  perspective,  recon¬ 
ciling  all  employers'  earnings  reports  would  not  be  a  high  priority  when 
resources  are  limited  and  there  are  other  more  urgent  demands.  Never¬ 
theless.  we  are  concerned  that  there  are  several  million  individuals  and 
beneficiaries  who  have  paid  their  Social  Security  taxes  but  who  do  not 
have  the  assurance  t hat  t heir  earnings  have  been  credited  The  govern¬ 
ment  has  a  responsibility  to  do  the  best  it  can  to  ensure  these  individuals 
get  what  they  are  entitled  to.  Thus  far.  it  has  not.  Although  cert  .tin 
aspects  of  credit  ing  earnings  are  current  ly  a  responsibility  shared  by  Iks 
and  ssa.  we  believe  t  hat  safeguarding  the  interest s  of  current  and  future 
beneficiaries  is  primarily  ssa's  responsibility.  Nevertheless,  ms  should 
reassess  its  decision  to  further  delay  providing  ss\  l  he  data  it  needs  to 
correct  certain  self  employed  individuals'  earnings  records  some  of 
whom  have  been  receiving  less  in  benefits  than  they  arc  entitled  to. 

ss\  needs  to  do  a  better  job  of  exercising  leadership  and  initiating  man 
agement  iuit  iat  ives  to  resolve  current  backlogs  of  unreconciled  earnings 
report  s.  A  focal  point .  such  as  t  he  newly  appointed  chief  financial 
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officer,  is  needed  to  work  closely  with  the  program  directors  and  Iks. 
More  needs  to  be  done  to  determine  ( 1 )  the  best  way  to  resolve  current 
backlogs  in  the  most  efficient  manner  and  (2)  the  resources  that  will  he 
required.  Criteria  for  deciding  not  to  resolve  certain  cases  need  to  he 
reevaluated  considering  the  potential  impact  on  low-income  individuals. 
Affected  employers  who  might  discard  earnings  records  over  4  years  old 
need  to  be  contacted.  The  need  for  additional  authority  to  require 
employers  to  cooperate  in  resolving  differences  must  be  examined. 

I  The  requirement  that  employers  report  to  both  agencies  at  different 

times  and  in  different  formats  may  present  a  formidable  challenge  that 
could  always  result  in  a  considerable  workload  to  resolve  differences. 
One  obvious  way  to  eliminate  such  workloads  would  be  to  have  employ¬ 
ers  report  to  just  one  agency.  However,  we  believe  such  an  action  would 
be  premature  because  the  dual  reporting  process  serves  an  important 
internal  control  function.  It  provides  the  government  with  a  mechanism 
to  check  on  the  accuracy  of  earnings  reporting  and  thereby  serves  the 
best  interests  of  beneficiaries,  those  still  working,  and  the  government. 
Thus  the  costs  and  benefits  of  this  control  cannot  be  adequately  deter¬ 
mined  until  the  causes  of  earnings  differences  are  better  understood  and 
decisions  on  how  to  better  prevent  and  reduce  their  occurrence  can  be 
considered.  Other  alternatives  to  help  ensure  the  accuracy  of  earnings 
reporting,  such  as  providing  individuals  with  annual  statements  of  their 
earnings,  as  recorded  by  ssa.  could  also  be  explored. 

The  current  backlog  of  unreconciled  reports  dates  back  to  HITS,  and  dif¬ 
ferences  will  continue  to  occur  each  year.  We  believe  that  firm  action  is 
needed  to  reconcile  the  current  workload  and  minimize  future  occur¬ 
rences.  Based  on  past  experience,  it  may  be  unlikely  that  ssa  and  ius, 
without  any  additional  incentives,  will  be  able  to  agree  to  a  joint 
approach  that  will  result  in  a  timely  reconciliation  best  serving  the 
interests  of  all  affected  individuals  and  beneficiaries.  We  believe  that 
the  heads  of  both  agencies  should  be  required  to  develop  and  present .  as 
soon  as  possible,  a  plan  of  action  for  key  congressional  committees  that 
have  oversight  and  resource  responsibilities  for  these  agencies.  This 
plan  should  stipulate  the  framework  for  joint  agency  resolution  of 
unreconciled  employers'  reports,  including  specifying  when  t  he  current 
workload  will  be  completed,  the  additional  resources  required,  and  what 
will  not  get  done  with  the  resources  currently  allocated. 

Finally,  ssa  must  decide  how  and  when  it  will  comply  with  the  legal 
requirement  to  certify  the  earnings  in  its  records  A  legislative  change 
that  would  enable  Social  Security's  trust  funds  to  retain  tax  revenues  it 
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receives.  h;is*'»l  on  what  employers  report  to  tits  for  tax  purposes.  may 
ho  warranted 


IVi  atisc  ss\  and  Ik’s  haw  tioon  unable  to  joint  ly  dewlop  a  plan  to  ensure 
t  hat  all  (lit Terences  in  earnings  reported  by  entplo\ ers  are  reconciled  in  a 
t  imeh  manner,  t  he  ( 'impress  should  consider  requiring  t  he  agencies  to 
"ii  I  nn  it  a  plan  of 'act  ton  to  t  he  congressional  commit  tees  t  h;it  ha\'e  over¬ 
sight  and  resource  responsihilities  for  these  agencies  Such  a  plan  should 
spec  i i \  a  time  phased  schedule  for  eliminating  the  backlog  and  resolving 
new  disi -  re pa nnes  and  any  addit  tonal  resources  t  hat  w  ill  he  required. 

To  pr<>\  ide  an  incentive  for  more  timely  completion  of  earnings  rejiorts 
reeoni  i  hat  ton.  the  (  <  ingress  should  consider  amending  sect  ion  21 t 1 (  a  I  <  if 
the  Social  Security  Act  to  specify  a  time  limit,  such  as  the  employer 
carnmjjs  record  retention  period  spei  died  hy  tits,  for  (tie  Secretary  of 
lilts  to  certify  earnings.  If  the  Congress  chooses  not  to  specify  a  time 
limit  for  certifying  earnings,  ti  should  consider  whether  <  I  i  ss,\  should 
he  required  to  relinquish  trust  fund  money  to  general  revenue  funds  for 
those  earnings  amounts  that  employers  have  reported  to  ms.  hut  which 
ssa  lias  not  recorded  in  its  earnings  system  or  ( 2 1 1  he  t rust  funds  should 
tie  permitted  to  retain  revenues  based  on  ms-recorded  employers'  earn¬ 
ings  reports. 


We  recommend  t  hat  t  lie  Secretaries  of  lilts  and  t  lie  Treasury  direct  t  he 
(  ommissioners  of  Social  Security  and  Internal  Revenue  to  work  together 
to 


•  revise  tliessA-tus  interagency  agreement  to  specify  what  will  he  recon¬ 
ciled  and  who  will  perform  and  complete  the  reconciliation: 

•  develop  and  pursue  a  strategy  for  examining  the  hack  logged  and  newer 
cases  t hilt  emphasizes  contacting  employers  (  1  I  who  have  multiple  years 
of  earnings  differences  and  (  2 )  for  whom  the  ms  record  retention  period 
(4  years)  has  already  lapsed  or  will  soon  lapse; 

•  develop  and  submit  a  plan  of  art  ion.  before  submit!  ing  t  heir  fiscal  year 
l!*Hd  budget  requests,  to  I  he  congressional  committees  that  have  over¬ 
sight  and  resource  responsibilities  for  these  agencies,  specifying  (  1 )  a 

( imr-phasrd  schedule  for  eliminat  mg  t  lie  backlog  and  resolving  new  dis¬ 
crepancies  and  (  2 )  any  addit  tonal  resources  t  hat  will  he  required:  and 

•  determine  t  he  major  causes  t  hat  result  m  ss\‘s  and  iks's  recording  differ¬ 
ent  earnings  totals,  and  take  corrective  action  to  prevent  their  occur¬ 
rence  or  reduce  t  heir  frequency. 
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We  rcnimim'mt  llial  the-  Secretary  of  mis  direct  the  Commissioner  of 
Social  Security  to 

require  that  the  chief  financial  officer  serve  as  the  focal  point  for  ensur¬ 
ing  that  earnings  arc  certified,  as  required  In  law:  internal  controls  for 
the  earnings  recording  system  are  adequate:  and  intra-organizational 
conflicts  that  hinder  reconciliation  of  earnings  reports  are  resolved: 
assess  the  actual  effect  of  iks-ssa  reconciliation  tolerances  on  individu¬ 
als'  eligibility  and  benefits  to  determine  the  equity  and  reasonableness 
of  the  tolerances,  adopting  tolerances — if  appropriate — based  on  this 
assessment: 

immediately  alert  employers  for  whom  ssa  and  Iks  have  recorded  differ¬ 
ent  earnings  totals  for  each  year  from  1978-82.  asking  them  to  retain 
their  employees’  earnings  records  for  the  year  or  years  that  ssa  and  Iks 
records  indicate  are  missing  or  discrepant  (thus  minimizing  the  possible 
loss  of  data):  and 

gather  data  on  employers'  unwillingness  to  respond  to  requests  for  ver¬ 
ification  of  employees’  prior  years’  earnings  and  determine  whether 
enforcement  authority  forss.-\  is  warranted,  considering  lus's  ability  to 
provide  enforcement  assist  ance. 

We  recommend  that  the  Secretary  of  the  Treasury  direct  the  Commis¬ 
sioner  oflntcrnal  Revenue  to 

reassess  the  decision  to  further  delay  providing  data  to  ss.\  for  the  1979 
earnings  of  self-employed  individuals,  which  ssa  needs  to  ensure  the 
accuracy  of  benefit  payments. 


mis  and  iks  generally  agreed  with  the  report \s  recommendations  and 
said  they  would  work  together  to  develop  a  plan  to  address  the  matters 
discussed  in  t  he  report .  ( See  apps.  I  and  II. ) 


mis  said  it  concurred  with  the  thrust  of  the  report  and  that  ss\  had 
already  i nit  iated  efforts  to  explore1 1  lit1  causes  of  problems  and  negot  iate 
needed  changes  with  IK'S,  mis  said  il  hoped  to  modify  the  IK’s-ssa  agree¬ 
ment  to  (  1  )  clarify  responsibilit  ics  and  (  2 )  define  the  commit  incut  of 
resources  to  the  reconciliation  process,  tins  also  said  1  hat  ssa  will  look 
into  till  issues  raised  by  t  he  report .  develop  a  plan  of  act  ion.  and  report 
hack  to  us 
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mis  also  prov  ided  its  views  on  the  annual  wage  reporting  system  and  the 
retention  of  trust  fund  money,  mis  described  how  the  switch  to  com¬ 
bined  annual  wage  reporting  in  1978  had  positively  affected  employers 
and  IKS,  but  said  the  switch  had  done  little  to  enhance  ssa's  ability  to 
maintain  accurate  earnings  records  because  it 

created  large  backlogs  of  unreconciled  earnings  data. 

did  not  give  ssa  enforcement  power  over  employers  who  fail  to  report . 

caused  delays  in  posting  earnings  data. 

increased  the  volume  of  paper  ssa  had  to  process,  and 

hampered  ssa  efforts  to  correct  earnings  records  because  of  the  time  it 

takes  iks  to  provide  a  tape  of  unreconciled  cast's. 

mis  said  that  among  the  solutions  it  will  explore  will  be  encouraging 
employer  reconciliation  of  the  differences  in  earnings  reported  to  iks  and 
.ssa.  mis  said  that  any  internal  control  benefits  derived  from  annual 
wage  reporting  are  secondary  in  that  they  were  not  the  reasons  behind 
the  legislative'  change  to  annual  wage  reporting. 

Concerning  ssa's  retention  of  certain  trust  fund  money,  we  said  in  our 
draft  report  that  retention  of  tax  revenues  of  $4.7  billion  for  individu¬ 
als'  earnings  of  $37  billion  recorded  by  ms  but  not  ssa.  as  of  .June  198(1, 
was  questionable,  ssa  responded  that  it  was  currently  entitled  to  such 
revenues,  based  on  interim  transfers,  until  a  certification  of  earnings 
records  is  made,  ssa  did  not  say  when  it  would  make  such  a  certification. 

We  agree  that  the  retention  of  funds  based  on  interim  transfers  is  appro¬ 
priate  until  ssa  certifies  the  earnings  it  has  recorded.  However,  because 
certification  after  a  reasonable  period  is  required  and  adjustments  can 
be  made  later,  we  quest  ion  ssa's  unwillingness  to  certify  what  it  has 
recorded,  retain  only  the  taxes  on  such  earnings,  and  then  make  periodic 
subsequent  adjustments  if  it  records  additional  earnings  later. 

In  our  opinion,  a  reasonable  period  of  t  ime  has  been  exceeded  for  cert  i- 
fying  earnings  for  the  years  1978-82,  years  for  which  employers  are  no 
longer  required  to  maintain  records  necessary  to  reconcile  differences  in 
iks- ssa  records.  If  certification  is  required  after  4  years,  about  $2.8  bil¬ 
lion  for  the  years  1978-82  would  have  to  be  returned  to  Treasury,  based 
on  what  ssa  had  recorded  as  of  March  1987 
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IRS  Comments  ties  said  that  it  would  support  ssa's  initiatives  to  reeoneile  the  earnings 

reports  to  the  extent  that  sueh  is  the  intent  of  the  Congress  and  suffi¬ 
cient  resources  are  provided,  iks  did  not  spec  ify  what  addit  ional 
resources  would  be  needed,  and  said  it  did  not  believe  the  Congress 
intended  that  the  responsibility  for  ensuring  the  accuracy  of  individual 
earnings  records  maintained  by  ssa  and  the  proper  crediting  of  the 
Social  Security  trust  funds  was  to  rest  with  ties.  Rather,  the  shared 
responsibility  for  reconciling  missing  and  discrepant  earnings  reports 
was  intended  to  provide  each  agency  with  the  information  it  requires. 
iks  said  that  it  would  work  with  ssa  to  develop  and  submit  a  plan  by 
December  31,  1987,  to  appropriate  congressional  committee's  specifying 
a  time-phased  schedule  for  eliminating  the  backlog,  resolving  new  dis¬ 
crepancies,  and  providing  any  additional  resource's  that  would  be 
required. 

In  its  .July  21.  1987,  comments  on  a  draft  of  this  report,  nits  indicated 
such  a  goal  was  attainable  in  3  months.  YVe  believe'  lies  should  work  with 
ssa  to  complete  the  plan  by  then. 

Concerning  our  receanmendation  that  lies  reassess  its  elee  ision  to  delay 
providing  ssa  noede'd  data  lor  certain  self-employe'el  individuals  in  1979. 
lies  said  it  would  le>e>k  at  the  feasibility  of  doing  this  be'ldre  late  1988.  but 
said  that  its  computer  resent  revs  would  be'  concent rateed  on  implementing 
ehanges  required  by  the'  Tax  Reform  Act  of  198(>  l  ntil  lies  provider  the 
data  to  ssa.  those  affect  cel  individuals  who  paid  their  Social  Se'curity 
taxes  in  1979  (and  who  are  now  rece'iving  le-ss  than  they  are  entitle'd  to) 
will  continue  to  be'  shortchanges!  an  estimates!  average  of  $8  monthly 
anel  $434  cumulativi'ly  (bases!  on  our  nu'asure'ment  in  August  198o).  It 
appe-ars  that  without  furtheT  dire'etion  from  the  Congivss,  lies  will  most 
like'ly  not  proviele*  the  ne'ce'ssary  resource's  to  aelelre'ss  this  matter  be'fetre' 
late  1988. 
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OWK»  O*  Irwocctot  G*n*t*l 


Mr.  Richard  L.  ryoe ! 

Assistant  Comptroller  General 
U.S.  General  Account  inn  Office 
Washington,  !'.C.  20j4R 

Dear  Mr .  Foqc 1 : 

The  Secretary  asked  that  I  respond  to  your  reouest  for  'he 
Department's  comments  on.  your  draft  report ,  "More  Must  Pe  Door 
Credit  Farninas  To  Workers'  Accounts."  The  enclosed  comments 
represent  the  tentative  position  of  the  Department  and  are 
subject  to  reevaluation  when  the  final  version  of  this  report 
rece  i  ved . 

We  appreciate  the  opportunity  to  comment  on  this  draft  report 
before  its  Dublication. 

Sincerely  yours, 


f  a-V  \  -c  - 


Richard  p.  Kusserow 
Inspector  General 
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COMMENTS  OF  THE  DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICES 
ON  THE  GENERAL  ACCOUNTING  OFFICE  DRAFT  REPORT ,  '"MOPE  M'.'ST 
BE  DONE  TO  CREDIT  EARNINGS  TO  WORKERS'  ACCOUNTS " 


General  Comments 


The  Social  Security  Administration  (SSA)  is  acutely  concerned 
about  the  growing  number  of  unreconciled  wage  reports  and  the 
effects  of  these  unreconciled  wage  data  on  individual  earnings 
records  and  the  trust  funds.  We  concur  with  the  thrust  of  the 
report  that  more  must  be  done  to  resolve  the  annual  waqe 
reporting  (AWR)  problem.  SSA  has  already  initiated  efforts  to 
explore  the  causes  of  the  problems  in  the  reconc 1 1 i at  ion  process 
and  to  negotiate  needed  changes  with  the  Internal  Revenue  Service 
(IRS).  Also,  the  Commissioner  has  directed  the  new  Chief 
Financial  Officer  to  be  the  focal  point  for  the  Aqency’s  efforts 
to  address  these  issues.  His  work  has  already  begun.  SSA  will 
look  into  all  issues  raised  in  this  report,  develop  a  plan  of 
action  and  report  back  to  the  General  Accounting  Office  (GAO). 

We  anticipate  a  3-month  time  frame  to  complete  our  analysis, 
identify  the  necessary  corrective  action,  and  negotiate  agreement 
with  IRS.  We  are  confident  that  these  problems  can  be  resolved. 
However,  it  is  important  to  realize  that  the  remedy  does  not 
rest  with  SSA  alone.  Responsibility  for  establishing  an 
effective  process  for  the  reporting  and  recording  of  accurate 
wage  data  is  shared  statutorily  with  IRS,  and  both  agencies 
benefit  from  the  process.  We  believe  that  this  GAO  report  will 
serve  as  a  positive  stimulus  towards  interagency  cooperation  ar.d 
resolution  of  these  problems. 

Effectiveness  of  Awp  as  an  Internal  Control 

GAO  describes  the  current  AWR  system  as  a  "...formidable 
challenge  that  will  always  result  in  a  considerable  workload  of 
differences"  and  asserts  that  the  dual  reporting  process  is 
useful  as  an  internal  control  to  assure  accurate  wage  reporting. 
We  do  not  believe  that  the  process  should  be  viewed  in  that 
context.  We  are  not  aware  of  any  internal  control  or  accuracy 
issues  that  caused  the  need  for  the  split  in  responsibility  in 
1978.  In  the  instant  case,  we  do  not  believe  that  the  split 
responsibility  adds  to  the  accuracy  of  the  data  or  facilitates 
the  effectiveness,  or  potential  effectiveness,  of  the  process. 

In  this  case,  due  to  the  split  in  responsibility  for  the  process, 
the  matching  of  SSA  and  IRS  data  is  not  done  as  an  internal 
control  but  rather  as  a  means  of  makinq  sense  of  different 
numbers  over  different  times.  Any  internal  control  benefits  are 
surely  secondary  and  are  not,  and  were  not,  the  reasons  behind 
the  change  to  AWP. 

To  reduce  the  tax  reporting  burden  of  the  Nation's  cm; 1  vers. 
Congress  enacted  I  .1  lie  Law  94-*(V  it.  January  in’*  .  This  law 
authorized  the  c  r :  :  :,ed  rep.  rtinq  f  let  tiled  Federal  ur,  1 
Social  Security  t  t-  informal  1  C;  ar.d  em;  1  yee  wait-  dat  i  .•  :te 
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consolidated  report.  Thus,  instead  of  requiring  each  employer  t- 
file  five  reports  per  year  for  each  employee,  the  new  law 
permitted  employers  to  report  pertinent  data  for  each  employee 
only  once  a  year.  Reporting  of  quarterly  aggregate  wage  data  on 
Form  941  {Employer's  Quarterly  Federal  Tax  Return)  is  still 
requ 1  red . 

AWR  became  effective  beginning  with  wage  reports  for  tax  year 
1978  for  private  and  Federal  employees  m  the  United  States.  The 
new  law  authorized  SSA  and  IRS  to  enter  into  a  cooperative  agree¬ 
ment  to  implement  the  provisions  of  the  law.  By  law,  employers 
are  required  to  submit  wage  and  tax  data  for  each  employee  to 
SSA  by  February  28  of  the  following  year  to  satisfy  the  reporting 
requirements  of  both  agencies.  By  agreement,  SSA's  responsibil¬ 
ities  include:  (1)  balancing  all  Forms  W-2  (Wage  and  Tax 

Statement)  with  Form  W-3  (Transmittal  of  Income  and  Tax 
Statements);  (2)  funding  for,  and  annually  providing  IRS  with,  a 
microfilm  facsimile  of  all  paper  and  magnetic  media  returns  and 
documents  received;  and  (3)  providing  IRS  with  magnetic  tape 
files  of  all  wage  and  tax  data  received.  SSA  also  provides  IRS 
with  weekly  updates  of  validated  Social  Security  number  and  name 
data.  By  agreement,  IRS  is  primarily  responsible  for  the 
reconciliation  of  data  reported  annually  to  SSA  and  the  aggregate 
wage  data  reported  quarterly  to  IRS  on  form  941.  This  includes 
the  responsibility  for  funding  and  associated  costs. 

who  stood  to  benefit  by  the  new  system,  and  have  these  benefits 
been  realized?  Employers  obviously  benefited  by  reduced 
reporting  requirements.  However,  there  appears  to  be 
considerable  confusion  on  the  part  of  employers  as  to  who  gets 
the  report,  what  to  report,  and  when.  SSA  is  faced  with 
significant  processing  difficulties  due  to  employer  reporting 
errors  and  delinquent  filers.  IRS  has  benefited  by  increased  tax 
enforcement  capability  through  the  information  provided  to  it  by 
SSA.  Under  AWR,  SSA  converts  wage  data  (plus  pension  datal  and 
tax  data  to  an  electronic  media  format  and  provides  it  to  IRS. 
This  greatly  enhances  IRS'  ability  to  identify  and  collect  taxes 
due . 

The  switch  to  AWR  has  done  little  to  enhance  SSA's  ability  to 
maintain  accurate  earnings  records.  To  the  contrary,  the  job 
has  become  more  complicated.  Large  backlogs  of  unreconciled 
wage  data  were  not  part  of  SSA's  experience  pr,or  to  AWR.  As 
the  GAO  report  acknowledges,  SSA  has  no  real  enforcement  power 
over  employers  who  fail  to  report,  or  who  report  inaccurately. 
Penalty  authority  remains  with  IRS.  SSA  has  incurred  signifi¬ 
cant  delays  in  posting  wage  data  due  to  AWR.  Most  waqe  data 
are  now  sent  to  SSA  the  first  quarter  of  the  year  following  the 
close  of  the  tax  year  (some  reporting  does,  however,  occur 
throughout  that  second  year)  rather  than  throughout  the  tax  year 
as  was  the  case  under  the  quarterly  system.  The  change  to  AWR 
increased  the  volume  of  paper  SSA  had  to  process.  This  was 
due,  in  part,  to  the  fact  that  annual  wage  reports  permit  only 
1  employee  items  to  be  reported  by  page,  as  compared  to  44  items 
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to  each  page  in  the  former  quarterly  process.  SSA  has  also  beer, 
hampered  in  the  correction  of  its  earnings  records  because  of 
the  time  it  takes  IRS  to  provide  SSA  with  a  tape  of  cases  IRS 
has  been  unable  to  reconcile.  IRS  requires  employers  to  keep 
copies  of  W-2s  for  4  years;  however,  IRS  does  not  usually  send 
SSA  a  tape  of  unreconciled  cases  until  approximately  3  years 
after  receiving  data  from  the  employers.  This  is  a  fundamental 
problem  in  assuring  the  accuracy  of  earnings  records  under  the 
current  process,  as  employers  may  not  keep  records  long  enough 
to  respond  to  questions  arising  from  the  AWR  process. 

These  conditions  have  added  considerably  to  the  complexity  in 
effectively  handlino  this  workload.  We  believe  that  the  AWR 
process  should  be  assessed  in  light  of  today's  environment, 
including  the  employers'  improved  capability  for  using  automated 
processes  for  wage  reporting.  At  a  minimum,  the  goal  should  be 
to  encourage  employer  reconci 1 ia t l on  of  annual  individual  wage 
data  reported  to  SSA  and  quarterly  aggregate  wage  data  reported 
to  IRS.  SSA  is  committed  to  exploring  these  issues  with  the 
view  of  improving  the  effectiveness  of  the  process  and  modifying 
the  interagency  agreement  between  IRS  and  SSA  to  assure  clear 
delineation  of  responsibilities  and  to  clarify  the  commitment  of 
resources  devoted  to  the  reconciliation  of  wage  data. 


Retention  of  Monies  in  Trust  Funds 

We  believe  that  the  statements  in  the  Executiv 
page  iv)  and  in  the  text  of  the  report  (paragr 
regarding  the  lack  of  authority  to  retain  tax 
S4.7  billion  in  the  trust  funds  are  not  proper 
do  not  believe  that  SSA ' s  actions  conflict  wit 
of  the  Social  Security  Act  so  as  to  give  rise 
sion  on  page  20  that  "...the  legal  authority  f 
the  tax  money  is  questionable."  Section  201 (a 
monthly  transfer  from  the  general  fund  to  the 
on  estimates  of  the  Secretary  of  the  Treasury, 
expressly  provides  that  adjustments  will  be  ma 
transfer  reflecting  amounts  equivalent  to  the 
under  the  Internal  Revenue  Code  based  on  certi 
Secretary  of  Health  and  Human  Services  of  the 
and  self-employment  income  established  in  his/ 
pursuant  to  section  201(a)  (31  and  (4).  tint  i  ] 
Health  and  Human  Services  makes  the  certificat 
does  not  appear  to  provide  for  an  adjustment  o 
to  the  trust  funds.  Hence,  we  do  not  believe 
to  the  legality  of  the  trust  funds  retaining  t 
be  raised. 


e  Summary  (top  of 
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The  statute 
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amount  of  wages 
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On  pages  22  and  23,  GAO  concludes  that  records  of  wages 
maintained  in  the  Nondetailed  Employer  Report  File  (SERF)  sh  ml  i 
not  be  used  for  certification  purposes,  be  •  a  use  such  records  are 
not  necessarily  individual  employee  records.  It  appears  th  i* 
arrived  at  these  conclusions  based  on  an  ir.c  rre't  reading  a  -  ' 
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DEPARTMENT  OF  THE  TREASURY 

INTERNAL  REVENUE  SERVICE 
WASHINGTON.  D  C  20224 

COMMISSIONER 


Mr.  William  J.  Anderson 

Assistant  Comptroller  General  vM  -9  1987 

General  Accounting  Office 
Washington,  DC  20548 


Dear  Mr.  Anderson: 

We  have  reviewed  your  recent  draft  report  entitled 
"Social  Security:  More  Must  be  Done  to  Credit  Earnings  to 
Workers'  Accounts" . 

We  generally  agree  with  the  report's  recommendations.  We 
have  enclosed  specific  comments  on  each  of  the  recommendations 
requiring  action  by  the  Internal  Revenue  Service. 

We  would  like  to  take  this  opportunity  to  rui  terete  some 
facts  that  were  expressed  in  previous  correspondence  w.th  GAG 
during  the  investigation  which  resulted  in  this  draft  report. 

We  are  not  aware  of  any  indication  of  an  intent  or.  the  part  of 
Congress,  either  in  statute  or  legislative  history,  to  impose 
on  the  IRS  the  responsibility  for  ensuring  the  accuracy  of 
individual  wage  records  maintained  by  SSA  or  for  ensuring  the 
proper  crediting  of  the  Social  Security  trust  funds.  The  law 
appears  to  specifically  contemplate  that  IRS  and  SSA  would 
divide  responsibility  for  reconciliation  of  missing  and 
discrepant  wage  reports  in  a  manner  that  would  provide  each 
agency  with  the  information  it  requires.  We  believe  that  the 
current  cooperative  agreement  fulfills  the  intent  of  Public  Law 
94-202. 

We  agree  with  GAO's  assessment  (page  47)  that  SSA  snould 
take  the  initiative  to  resolve  backlogs  of  unreconciled 
reports.  With  this  in  mind,  we  agree  to  assist  SSA  in 
reconciling  the  wage  reports,  to  the  extent  that  such  is  the 
intent  of  Congress  and  th  t  sufficient  resources  are  provided. 

We  hope  these  comments  are  useful  in  preparing  your  final 
report . 

With  kind  regards. 


S 1  nee  re  1 y , 


Pane  r,:i 
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IRS  COMMENTS  ON  GAO  DRAF^  REPORT  ENTITLED 
"SOCIAL  SECURITY:  MORF  MUST  BF  DONE  TO 
CREDIT  EARNINGS  TO  WORKERS'  ACCOUNTS" 


Recommend  that  the  Commissioner  of  Internal  Revenue  and  the 
Commissioner  of  Social  Security  work  together  to! 

Recommendation:  Revise  the  SSA-IRS  interagency  agreement  to 

Specify  what  will  be  reconciled,  and  who  will  perform  and 
complete  the  reconciliation. 

Comment:  We  agree  with  GAO  and  will  work  with  SSA  to 

review  "the- agreement  and  refine  it  as  appropriate. 

Recommendati on :  Develop  and  pursue  a  strategy  for  working  the 
backlogged  and  newer  cases,  which  emphasizes  contacting 
employers  O'*  who  have  multiple  years  of  earnings  differences 
and  (2)  for  which  the  IRS  record  retention  period  ( 4  years)  has 
already  lapsed  or  will  soon  lapse. 

Comment:  We  agree  with  GAO  and  will  support  SSA,  as 

practical  ,  in  their  initiatives  to  reconcile  the  wage  reports. 

Recommendation:  Develop  and  subm't  a  plan  of  action  bv 

September  ,  1987,  to  the  congressional  committees  who  have 
oversight  and  resource  responsibilities  for  these  agencies, 
speficying  (1)  a  time-phased  schedule  for  eliminating  the 
backlog  and  resolving  new  discrepancies  and  ,n)  any  additional 
resources  that  will  be  required. 

Comment :  We  will  work  with  SSA  to  accomplish  this  by 

December  11  ,  1987 ,  as  noted  on  page  if.  of  the  report,  which  we 
believe  is  a  more  realistic  deadline. 

Recommendation:  Determine  the  major  causes  that  result  in 

SSA ' s  and  IRS 1  recording  different  earnings  totals,  and  take 
corrective  action  to  prevent  their  occurrence  or  reduce  their 
frequency . 

Comment:  We  will  pursue  this  recommendation  with  SSA. 


Recommend  that  the  Commissioner  of  Internal  Revenue: 

Recommendation:  Reassess  the  decision  to  further  delav 

providing  earnings  information  to  SSA  for  the  sel f-emploved 
individuals  whose  1979  self-employed  earnings  data  SSA  needs  to 
ensure  the  accuracv  of  benefit  payments. 

Comment:  We  will  look  at  the  feasibility  of  this 

r ecommendat ion .  However,  as  the  report  notes  ( page  14)  on 
March  ?5,  1  987,  we  indicated  to  GAO  that  the  earliest  we  could 
commit  to  this  work  would  be  sometime  in  late  1QR8.  While  we 
agree  that  this  is  an  important  concern ,  our  computer  resources 
will  be  concentrated  on  implementing  the  significant  changes 
required  by  the  Tax  Reform  Act  of  1°8A. 


I’agc  7  I 


<i A*  I  IIRI)  ST  .72  I  nrroilileil  Earning*  lor  Social  Socurit  \ 


ACCOUNTING  OFFICE  LETTER  OF  INQUIRY  ON  THE  INTERNAL  REVENUE 
SERVICE  AND  SOCIAL  SECURITY  ADMINISTRATION  RECONCILIATION  OF 
WAGE  REPORTS 


General 

This  letter  of  inquiry  raises  many  complex  issues  related  to  the 
reconciliation  of  wage  reports  and  the  impact  of  reconciliation 
(or  the  lack  of  reconciliation)  on  individual  earnings  records 
and  trust  fund  accounting.  The  involvement  of  the  General 
Accounting  Office  (GAO)  in  these  issues  should  serve  as  a 
catalyst  to  hasten  the  resolution  of  problems  inherent  in  this 
system  that  is  jointly  run  yet  separat  ly  funded. 

The  Social  Security  Administration  (SSA)  is  committed  to  the 
reconciliation  of  wage  reports.  We  have  negotiated  in  good  faith 
with  the  Internal  Revenue  Service  (IRS)  over  the  years  to 
establish  a  workable  process  and  to  minimize  any  adverse  impact 
on  Social  Security  earnings  records  and  trust  funds.  As  our 
comments  below  indicate,  our  concerns  for  the  growing  number  of 
missing  and  discrepant  wage  reports  accumulating  since  1978  (the 
start  of  annual  wage  reporting)  has  recently  prompted  SSA  to 
assume  an  expanded  role  in  the  reconciliation  process.  We 
believe  that  the  reconciliation  process  can  and  must  be 
stabilized.  We  will  continue  to  work  toward  that  end. 


ISSUE  1:  IRS-SSA  RESPONSIBILITIES  AND  INTERAGENCY  AGREEMENT 

A.  What  specific  responsibilities  did  the  1978  IRS-SSA 

cooperative  agreement  to  implement  Public  Law  No.  94-202 
give  SSA  for  reconciling  missing  and  discrepant  reports? 
What  are  IRS'  specific  responsibilities? 


SSA  Response 

The  major  responsibilities  of  SSA  detailed  in  the  1978 
cooperative  agreement  are  to: 

Fund  for  and  annually  provide  IRS  with  a  microfilm  facsimile 
of  all  paper  and  magnetic  media  returns  and  documents 
received; 

Release  all  forms  W-2,  W-2P,  and  W-3  information  to  IRS  on 
magnetic  tape  in  a  format  provided  by  IRS; 

Balance  all  forms  W-2  with  the  W-3s; 

Establish  tolerances  for  Federal  Insurance  Contribution  Act 
(FICA) -related  reconciliation; 
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Furnish  IRS  the  reported  and  processed  total  of  all  forms 
W-2  and  W-3  money  fields  and  all  out  of  balance  intermediate 
total  records? 

Provide  IRS  with  a  form  W-2C  Correction  Tape  File  quarterly 
during  the  processing  year;  and 

Provide  IRS  with  SSA  internally  initiated  adjustments  to 
employee  accounts  tape  file  on  a  weekly  basis. 

IRS  is  responsible  for: 

The  funding,  development  costs,  and  operational  costs  of  the 
reconciliation  between  the  forms  W-2,  W-2P,  and  W-3  data  and 
the  wage  data  reflected  on  the  Business  Master  File  as 
reported  on  forms  941,  942,  and  943  (941  -  Employer's 
Quarterly  Federal  Tax  Return) ; 

Assuring  that  corrected  forms  W-2,  W-2P,  and  W-3  submitted 
by  employers  as  a  result  of  IRS-initiat.ed  reconciliation  are 
sent  to  IRS.  IRS  reconciliation  correspondence  will  make 
this  clear  to  the  employer  (this  was  necessary  because  of 
the  change  to  annual  reporting) ; 

Providing  SSA  with  a  tape  file  of  unreconciled  cases 
involving  FICA  forms  W-2  for  tax  years  1978  and  1979  (these 
are  the  only  2  years  the  1978  agreement  specifically 
covers) ; 

Matching  forms  W-2,  W-2P  and  W-3  totals,  including  those 
remaining  out  of  balance  after  the  clerical  operations,  to 
IRS  forms  941,  941E,  942,  or  943  data.  IRS  will  generate 
correspondence  to  the  employer  for  those  cases  that  remain 
out  of  balance  after  tolerances  have  been  applied  and  after 
IRS's  reconciliation  process;  and 

Providing  SSA  notification  on  an  ongoing  basis  of  any 
changes  to  employers'  Employer  Identification  Numbers  (EIN) 
that  are  a  result  of  IRS'  reconciliation  program.  Magnetic 
media  specifications  for  reporting  EIN  changes  to  SSA  have 
been  determined.  The  EIN  changes  will  be  sent  on  two  tape 
files  (one  at  the  end  of  the  processing  year  and  the  other 
at  the  end  of  the  first  month  following  the  end  of  the 
processing  year).  Any  changes  discovered  from  then  on  will 
be  reported  to  SSA  on  paper. 

B.  Did  the  1979  agreement  modification,  which  provided  that 
responsibilities  for  reconciliation  would  be  subject  to 
normal  budgetary  constraints  and  resource  restrictions, 
change  SSA's  responsibilities  with  respect  to  reconciling 
missing  or  discrepant  earnings  reports?  If  so,  specify  how 
responsibilities  changed. 
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SSA  Response 

The  1979  modification  did  not  change  SSA's  (or  IRS')  specific 
responsibilities  for  reconciliation.  As  the  question  states,  it 
only  provided  that  reconciliation  work  would  be  subject  to  each 
organization's  normal  budgetary  processes.  In  that  sense,  it 
placed  in  question  the  possibility  that  either  side  might  not 
meet  its  responsibilities  due  to  the  lack  of  resources  (see  the 
response  to  D.  below) . 

C.  What  effect  have  resource  and  budget  limitations  had  on  your 
Department's  performing  annual  wage  reconciliations? 

SSA  Response 

Resource  and  budget  limitations  have  had  no  impact  on  SSA's 
ability  to  complete  its  specific  responsibilities  under  the  IRS- 
SSA  interagency  agreement.  In  fact,  our  concern  for  the 
increasing  backlog  of  unreconciled  wage  reports  caused  us 
recently  to  expand  our  agreed-upon  resource  commitment  and  role 
in  reconciliation  as  discussed  under  Issue  3.  In  further 
response,  see  the  answer  to  the  following  question. 

D.  To  what  extent  has  the  1979  modification  rendered 
ineffective  the  agreement's  original  intent? 


SSA  Response 


The  1979  modification  was  intended  to  allow  relief  to  IRS  and  SSA 
in  the  event  that  budget  constraints  precluded  their  ability  to 
fulfill  their  respective  responsibilities  as  outlined  in  the 
agreement.  In  that  the  agreement's  original  intent  was  to  assign 
responsibilities  so  that  reconciliation  would  be  accomplished, 
the  caveat  and  its  use  have  significantly  delayed  the  progress  of 
the  reconciliation  workloads. 

E.  Should  the  interagency  agreement  be  modified  to  better 
delineate  responsibilities  with  respect  to  the 
reconciliation? 


SSA  Response 

We  believe  that  the  interagency  agreement  is  quite  specific  in 
its  delineation  of  responsibilities.  However,  we  believe  an 
effective  interagency  agreement  could  be  achieved  by  deleting  the 
1979  modification  and  including  specific  reasonable  timeframe 
goals  for  completion  of  reconciliation. 
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ISSUE  2:  TRANSFER  OF  FICA  TAX  RECEIPTS  TO  SSA  TRUST  FUNDS 

A.  What  is  a  reasonable  time  period  for  the  Department  of 

Health  and  Human  Services  (HHS)  certifying  the  accuracy  of 
SSA  earnings  records  and  for  reconciling  the  Treasury 
estimates  and  the  earnings  records  maintained  by  SSA? 

Section  201(a)  of  the  Social  Security  Act  (42  U.S.C. 

Sec.  401(e))  provides,  in  effect,  that  the  Secretary  of  the 
Treasury  will  estimate  the  amounts  of  FICA  taxes  due  on 
earnings  reported  to  IRS.  These  estimated  amounts  are  to  be 
transferred  from  the  general  fund  of  the  Treasury  to  the 
trust  funds.  To  the  extent  that  the^e  estimates  are  higher 
or  lower  than  the  taxes  due  on  earnings  certified  by  the 
Secretary,  HHS,  adjustments  are  to  be  made.  No  timeframe  is 
specified  by  which  this  should  be  accomplished. 


SSA  Response 

Given  the  problems  we  have  faced  with  reconciliation  since  the 
advent  of  annual  wage  reporting,  we  have  no  experience  upon  which 
to  determine  what  a  reasonable  time  period  may  be,  but  we  support 
the  development  of  a  reasonable  time  period  goal.  (Also,  see  the 
response  to  the  following  question.) 

B.  Should  IRS  and  SSA  be  required  to  complete  the 

reconciliation  within  a  specific  period?  Section  205(c)(4) 
of  the  Social  Security  Act  (42  U.S.C.  Sec.  405(c)(4)) 
provides  that  the  Secretary  of  HHS  may  correct  erroneous 
wage  records  prior  to  the  expiration  of  a  "time  limitation" 
after  which  the  records  are  presumed  to  be  correct. 

Section  205(c) (1) (B)  of  the  Social  Security  Act  (42  U.S.C. 
Sec.  405(c)(1)(B))  defines  "time  limitation"  as  a  period  of 
3  years,  3  months,  and  15  days.  Note  that  IRS  requires 
employers  to  keep  copies  of  employee  W-2s  for  4  years  and 
that  a  tape  of  unreconciled  cases  is  not  sent  to  SSA  by  IRS 
until  approximately  3  years  after  Treasury  has  transferred 
the  estimated  tax  receipt  amounts  to  the  trust  funds. 


SSA  Response 

A  reasonable  goal  should  be  established  and  should  certainly 
consider  and  take  account  of  the  "time  limitation"  mentioned 
above.  As  time  passes,  it  becomes  more  unlikely  that  employers 
will  have  the  records  necessary  to  provide  information,  and  it 
becomes  very  difficult  to  locate  former  employers  who  have  gone 
out  of  business.  Therefore,  the  longer  it  takes  to  conduct  the 
reconciliation  process  the  less  likely  it  becomes,  in  many  cases, 
that  we  will  ever  be  able  to  determine  the  correct  information. 
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Must  SSA  return  to  the  Treasury,  trust  fund  credits  for 
earnings  which  exceed  amounts  they  are  able  to  certify? 
Would  interest  payments  also  need  to  be  made  by  SSA  to 
Treasury  on  such  excess  amounts? 


SSA  Response 

The  Social  Security  Act  (Section  201 (a) )  requires  that  the  taxes 
appropriated  to  the  Old-Aged  and  Survivors  Insurance,  Disability 
Insurance,  and  Hospital  Insurance  trust  funds  be  determined  by 
the  Secretary  of  the  Treasury  by  applying  the  applicable  rates  of 
tax  to  wages  and  self-employment  income  certified  by  the 
Secretary  of  HHS .  The  Secretary  of  HHS  is  to  certify  wage  data 
to  Treasury  based  on  "records  of  wages  established  and 
maintained"  by  the  Secretary  of  HHS.  The  taxes  are  initially 
appropriated  to  the  trust  funds  on  an  estimated  basis.  Periodic 
adjustments  are  subsequently  made  to  the  extent  that  the 
estimates  are  found  to  differ  from  the  amounts  of  taxes  actually 
payable  as  determined  from  reported  earnings. 


For  calendar  years  1978-1985,  adjustments 
basis  of  wages  reported  to  IRS  on  form  94 
been  "certified"  as  interim  data.  The  wa 
have  not  been  certified  to  Treasury  in  th 
certified  before  1978  were  certified  beca 
represent  individual  employee  "records  ma 
by  the  Secretary  of  HHS."  When  the  earni 
based  on  HHS  records  (finalizing  HHS  wage 
the  reconciliation  process),  any  excess  o 
appropriated  taxes,  over  and  above  the  ta 
certified  earnings,  must  be  returned  to  t 
Treasury.  Similarly,  any  excess  of  taxes 
certified  wages,  over  and  above  the  previ 
taxes,  must  also  be  appropriated  from  the 
trust  funds. 


have  been  made  on  the 
1.  These  wage  data  have 
ges  paid  in  recent  years 
e  same  sense  that  wages 
use  the  data  do  not 
intained  and  established 
ngs  are  fully  certified 
data  is  dependent  on 
f  the  previously 
xes  determined  from  the 
he  general  fund  of  the 
determined  from  the 
ously  appropriated 
general  fund  to  the 


Before  earnings  are  certified  for  any  of  the  years  1978  or  later, 
any  remaining  unreconciled  wage  reports  will  be  added  to  the 
Nondetailed  Employee  Report  file,  a  file  of  undistributed  wage 
items.  Any  wages  in  this  file  will  be  included  in  the  earnings 
certified  to  Treasury.  At  this  time,  it  is  not  known  whether  the 
certification  of  earnings  for  those  years  will  actually  result  in 
a  return  to  the  general  fund  or  an  additional  appropriation  to 
the  trust  funds. 

Regarding  interest  payments,  the  Social  Security  Act  does  not 
provide  for  interest  payments  on  the  appropriation  adjustments. 
Therefore,  they  have  never  been  made. 
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D.  Are  the  interim  tax  transfers  based  on  Form  941  data 

identified  as  such  in  the  Trustees  Annual  Report  on  the 
Social  Security  trust  funds?  Is  a  potential  liability 
identified  in  the  Annual  Report? 

SSA  Response 

The  Trustees’  Report  specifically  states  that  tax  appropriations 
are  initially  made  on  an  estimated  basis,  and  that  periodic 
adjustments  are  subsequently  made  to  the  extent  that  the 
estimates  are  found  to  differ  from  the  amounts  of  taxes  actually 
payable  as  determined  from  reported  earnings.  As  noted  in  the 
answer  to  the  preceding  question,  it  is  not  clear  whether  the 
certif ication  of  earnings  in  1978  and  later  years  will  result  in 
transfers  to  the  general  fund  or  to  the  trust  funds.  Thus,  a 
potential  liability  or  gain  is  not  identified  in  the  Trustees' 
Report.  Both  possibilities  are  implied  in  the  statement 
described  above. 


ISSUE  3:  PROPER  CREDITING  OF  INDIVIDUALS’  EARNINGS 

A.  What  steps  is  your  Department  taking  or  has  your  Department 
planned  to  ensure  that  individuals'  earnings  are  properly 
credited  in  those  instances  when  IRS  and  SSA  data  indicate 
missing  or  discrepant  employer  reports?  Are  additional 
steps  needed? 


SSA  Response 

SSA  has  begun  a  three-phase  project  to  reduce  the  existing 
backlog  of  3.5  million  cases  unreconciled  for  the  period 
1978-1983.  Phase  I  involves  employers  who  have  missing  wages  in 
1983  with  no  prior  years  involvement.  Approximately  206,000 
employers  were  contacted  beginning  April  1986;  their  responses 
are  now  being  processed  by  SSA.  Additionally,  SSA  mailed  letters 
to  approximately  83,000  employers  for  1978  to  test  the  effective¬ 
ness  of  a  mailing  to  employers  for  early  years.  Phase  II  calls 
for  SSA  to  mail  letters  beginning  October  1986  to  employers  with 
missing  or  discrepant  wages  both  in  1983  and  a  prior  year. 

Phase  III  is  slated  to  begin  in  October  1987  and  involves 
contacting  employers  with  discrepant  wages  in  1983  only. 

The  original  backlog  of  3.7  million  items  (tax  years  1978-1983) 
has  been  reduced  to  2.8  million  through  various  systems  matches 
(which  identified  items  already  completed  through  the  regular 
process)  and  application  of  approved  tolerances  (which  eliminated 
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items  with  small  money  variances) .  Based  on  current  plans  and 
budgeted  resources  for  fiscal  year  (FY)  1987,  we  will  have 
1.8  million  of  the  2.8  million  backlog  remaining  at  the  end  of 
FY  1987.  However,  we  expect  accretions  to  the  backlog  of  500,000 
per  year  for  1984  and  1985. 

SSA  has  initiated  other  activities  to  achieve  timely 
reconciliation  of  wage  reports.  An  employer  contact  group  has 
been  established  to  investigate  report  discrepancies  and  process 
sensitive  reports  brought  to  its  attention.  SSA  is  developing  an 
automated  system  to  match  941  data  against  wage  report  data  to 
identify  "missing"  reports  each  year.  When  a  wage  report  has  not 
been  received  from  an  employer  who  has  submitted  a  941  to  IRS,  a 
letter  will  be  generated  to  the  employer.  This  system,  which  is 
targeted  for  completion  in  October  1987,  will  identify  missing 
reports  over  a  year  earlier  than  the  current  IRS-SSA 
reconciliation. 

Routine  resolution  of  employee  correspondence  also  helps  in  the 
reconciliation  process.  When  employees  disagree  with  SSA  ’  s 
earnings  records,  SSA's  normal  investigative  procedures  reveal 
discrepant  and  missing  wage  reports.  To  correct  the  employee's 
earnings  record,  SSA  must  also  correct  the  employer's  wage 
report . 

IRS  and  SSA  need  to  match  data  from  their  employer  files  on  an 
ongoing  basis.  A  constant  maintenance  function  in  this  area 
could  reduce  the  volume  of  cases  generated  for  reconciliation. 

SSA  is  working  with  IRS  to  continue  to  improve  the  time  1 iness  in 
the  exchange  of  data  between  our  two  agencies. 

B.  Could  SSA  or  HHS  be  legally  liable  in  an  action  by  a  worker 
to  recover  additional  benefit  amounts  due  as  a  result  of 
uncredited  earnings  which  could  have  been  corrected  through 
the  IRS-SSA  reconciliation  process? 

SSA  Response 

We  believe  that  the  Department  and  SSA  would  be  liable  to  pay 
additional  benefit  amounts  based  on  correction  of  earnings 
records  within  the  Social  Security  Act’s  time  limitation 
(3  years,  3  months,  and  15  days)  or  the  exceptions  thereto  but 
would  not  be  liable  if  changes  could  not  be  made  within  the 
statutory  time  or  under  its  exceptions. 

To  further  explain:  If  SSA  receives  an  IRS  941  wage  data  tape 
before  the  time  limitation  runs  out  and  begins  an  investigation 
before  such  limitation  expires,  the  earnings  record (s)  being 
investigated  can  be  corrected  even  after  the  time  limit  has  run 
out.  (See  20  C.F.R.  Section  404.822(e)(1).)  After  the  time 
limit  has  run  out,  there  are  several  exceptions  which  provide 
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many  opportunities  for  correcting  the  earnings  records;  namely, 
section  205(c) (5) (C)  of  the  Act,  "to  correct  errors  apparent  on 
the  face  of  such  records;"  section  205(c) (5) (F)  of  the  Act,  "to 
conform  his  records  to  tax  returns  or  portions  thereof  (including 
information  returns  and  other  written  statements)  filed  with  the 
Commissioner  of  Internal  Revenue;"  and  section  205(c)(5)(H)  of 
the  Act,  "to  include  wages  paid  during  any  period  in  such  year  to 
an  individual  by  an  employer  if  there  is  an  absence  of  an  entry 
in  the  Secretary's  records  of  wages  having  been  paid  by  such 
employer  to  such  individual  in  such  period." 

When  corrections  are  made,  the  individual  whose  earnings  record 
is  corrected  will  have  his  or  her  benefits  recomputed  if  the 
additional  earnings  would  result  in  an  increase  in  benefit 
amount.  See  20  C.F.R.  Sections  404.280  and  404.281(a). 

There  may  be  instances,  however,  where  SSA  is  unable  to  start  an 
investigation  before  the  time  limitation  has  run  out  and  where  no 
exception  to  the  correction  of  earnings  records  after  the  time 
limit  has  elapsed  applies.  In  such  a  case  there  would  seem  to  be 
no  basis  under  the  Act  for  correcting  the  earnings  record. 


C.  To  what  extent  are  your  present  and  planned  resources 

sufficient  to  complete  annual  wage  reconciliations  and  what 
is  your  estimate  of  when  the  reconci 1 i a t ions  for  1978  to  the 
present  will  be  completed? 


SSA  Response 

The  FY  1987  budget  includes  355  workyears  for  reconciling  problem 
wage  reports.  Employers  with  missing  or  discrepant  reports  will 
be  asked  to  submit  correction  forms  or  provide  explanations  to 
SSA.  SSA  will  review  the  responses,  make  determinations  of  the 
correct  wage  amounts,  and  take  whatever  corrective  actions  are 
necessary.  This  reconciliation  work  began  in  FY  1986.  While 
completion  of  the  backlog  is  dependent  on  future  resource 
availability,  our  goal  is  to  have  the  backlog  completed  by  the 
end  of  FY  1988. 

Reconciliation  is  a  statutorily-required  activity.  While  every 
activity  we  undertake  or  propose  to  undertake  is  dependent  on 
funding /resources ,  it  is  our  obligation  to  prioritize  our  work 
and  ensure  that  our  available  resources  are  devoted  to  fulfilling 
our  statutory  mandate  ahead  of  all  others.  As  noted  in  our 
General  comments,  SSA  is  committed  to  do  all  it  can  to  accomplish 
reconci 1 iation  in  a  timely  manner. 
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COMMISSIONER  OF  INTERNAL  REVENUE 

Washington  DC  20224 

NOV  2  5  1966 


Mr.  Joseph  F.  Delflco 

Senior  Associate  Director 

Human  Resources  Division 

United  States  General  Accounting  Office 

Washington,  DC  205*18 


Dear  Mr.  Delflco: 

Secretary  Baker's  office  has  asked  me  to  review  and  respond  to  your 
June  11,  1986,  letter  regarding  Treasury's  responsibilities  for  reconciling 
differences  in  earnings  reported  by  employers  to  the  Social  Security 
Administration  (SSA)  and  the  Internal  Revenue  Service  (IRS).  First,  let  me 
apologize  for  the  delay  in  responding  to  your  letter.  In  order  to  provide 
the  answers  to  the  questions  posed,  extensive  research  and  coordination  was 
required  between  IRS,  Financial  Management  Service  (FMS)  and  Treasury's 
Office  of  the  General  Counsel.  We  have  reviewed  the  background  information 
contained  in  your  letter  and  agree  that  it  is  accurate  and  consistent  with 
our  understanding  Of  the  Combined  Annual  Wage  Reporting  (CAWR)  section  of 
Public  Law  9<t-202  and  with  the  SSA/IRS  CAWR  agreement  of  1978,  as  revised 
in  1979,  and  subsequent  letter  modifications. 

Before  addressing  the  specific  questions  raised  let  roe  discuss  the 
statutory  requirements  for  the  CAWR  program.  The  report  of  the  Senate 
Committee  on  Finance  explained  that  the  purpose  of  Public  Law  9*1-202  was  to 
reduce  the  paperwork  burden  on  employers  by  enabling  them  to  file  a  single 
annual  wage  report  for  each  employee  with  the  SSA  to  provide  them  with  the 
necessary  information  to  maintain  accurate  earnings  records  for 
beneficiaries.  S.  Rep.  No.  99-550,  99th  Cong.,  1st  Sess.  9  (December  12, 
1975). 

In  addition,  the  conmittee  report  states  that  the  provision  was 
Intended  to  "provide  the  Internal  Revenue  Service  and  the  Social  Security 
Administration  with  authority  which  would  enable  them  to  enter  into  an 
agreement  for  cooperative  processing  of  a  revised  annual  wage  reporting 
form  ...  in  a  manner  which  would  most  effectively  and  efficiently  provide 
each  agency  with  the  information  it  requires."  Id. 

On  the  other  hand,  there  is  no  indication  of  an  intent  on  the  part  of 
Congress,  either  in  the  statute  or  the  legislative  history,  to  Impose  on 
the  IRS  the  responsibility  for  ensuring  the  accuracy  of  individual  wage 
records  maintained  by  SSA  or  for  ensuring  the  proper  crediting  of  the 
Social  Security  trust  finds.  The  law  appears  to  specifically  contemplate 
that  the  IRS  and  SSA  would  divide  responsibility  for  reconciliation  of 
missing  and  discrepant  wage  reports  in  a  manner  that  would  provide  each 
agency  with  the  information  that  it  requires.  We  believe  that  the  current 
cooperative  agreement  fulfills  the  intent  of  Public  Law  99-202. 
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Mr.  Joseph  Delfico 


Now  let  me  respond  to  each  of  the  questions  presented  In  the  three 

Issues  of  your  letter. 

Issue  1:  IRS  -  SSA  Responsibilities  and  Interagency  Agreement 

_  Question:  What  specific  responsibilities  did  the  1978  IRS  -  SSA 

cooperative  agreement  give  IRS  and  SSA  for  reconciling  missing  and 
discrepant  reports? 

Answer:  The  specific  responsibilities  are  elaborated  in  detail  within 
the  1978  agreement  and  are  too  lengthy  to  list  Individually.  I  have 
provided  an  overview  of  these  responsibilities  below.  I  understand  that 
complete  copies  of  the  1978  agreement  and  subsequent  revisions  have  been 
provided  to  your  staff  during  their  review. 

IRS  Responsibilities:  IRS  has  responsibility  for  receiving  magnetic 
tapes  of  all  f'oras"~ff-2,  W-2P  and  W-3  processed  by  SSA.  These  data  are 
to  be  matched  to  the  IRS  Business  Master  File  of  Employer's  Quarterly 
Federal  Tax  Returns  (Forms  991),  and  the  Bnployer’s  Annual  Tax  Return 
for  Agricultural  Employees  (Form  993)  to  identify  discrepancies 
between  the  amounts  reported  on  the  employer’s  V-2’s  and  the  Form  99 1 
or  993.  Discrepancies  Include  underreporting,  over-reporting,  and  non- 
riling  of  either  the  W-2's  or  the  returns.  IRS  Is  to  resolve,  or 
attempt  to  resolve,  all  discrepant  case  types  exceeding  SSA 
established  tolerances  and  provide  SSA  with  employee  wage  record 
changes  as  appropriate. 

SSA  Responsibilities:  SSA  has  the  responsibility  for  receiving  Forms 
W-2,  W-2P  and  W-3  directly  from  the  employers.  Paper  forms  are  to  be 
optically  scanned  or  transcribed  onto  magnetic  tape.  The  various  data 
are  to  be  balanced  and  SSN’s  and  names  validated  for  both  the  paper 
forms  and  those  filed  on  magnetic  media  by  the  employer.  SSA  then 
forwards  the  reported  and  processed  totals  of  the  Forms  W-2,  W-2P,  and 
W-3  money  fields  to  IRS  in  the  form  of  magnetic  tape  and  microfilm. 


—  Question:  Did  the  1979  agreement  modification,  which  provided  that 

responsibilities  for  reconciliation  would  be  subject  to  normal  budgetary 
constraints  and  resource  restrictions,  change  IRS'  or  Treasury's 
responsibilities  with  respect  to  reconciling  discrepant  earnings 
reports?  If  so,  specify  how  responsibilities  changed. 

Answer:  No.  The  purpose  of  the  1979  agreement  modification  was 
primarily  to  clarify  and  refine  the  narrative  descriptions/definitions 
of  the  respective  agency's  responsibilities.  It  also  expanded  the  CAWR 
program  to  U.S.  Possessions  and  Puerto  Rico  and  to  the  Employer's 
Quarterly  Tax  Return  for  Household  Employees  (Form  992).  The  reference 
In  the  1979  agreement  to  "budgetary  constraints  and  resource 
restrictions"  was  not  a  change.  It  was  an  explicit  statement  of  what  is 
Implicit  in  the  statute,  l.e.,  that  the  agency  will  carryout  Its  mission 
to  the  extent  possible  within  funding  appropriated  by  Congress. 
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Mr.  Joseph  Delfleo 


—  Question:  What  effect  have  resource  and  budget  limitations  had  on  your 
Department's  performing  annual  wage  reconciliation? 

Answer:  Budget  and  resource  limitations  during  the  last  6  years  have 
resulted  In  a  reconciliation  program  that  varied  from  a  100%  progran  to 
a  20%  program  (e.g.  Processing  Year  1980  *  100%,  Processing  Year  1981  1 
50%,  Processing  Year  1982  s  20%,  Processing  Years  1983  and  198*1  s  50%, 
and  Processing  Year  1985  *  24% ) . 

—  Creation:  To  what  extent  has  the  1979  modification  rendered  ineffective 
the  agreement's  original  intent? 

Answer:  The  1979  and  subsequent  agreement  modifications  have 
elaborated,  clarified  and  expanded  the  original  agreement .  These  types 
of  changes  were  anticipated  by  Congress  as  a  means  to  develop  an 
effective  and  efficient  program  for  both  agencies.  We  believe  the  1979 
and  subsequent  changes  are  not  only  consistent  with  the  Intent  of  the 
original  agreement  but  have  also  made  the  program  significantly  acre 
efficient  and  productive. 

"  Question:  Is  IRS  reconciliation  of  missing  and  discrepant  reports 
limited  by  policy  or  in  practice  to  reports  involving  potential  or 
probable  tax  liabilities?  If  so.  is  this  practice  consistent  with  the 
terms  of  the  agreement? 

Answer:  No.  Although  the  agreement  provides  for  SSA  established 
tolerances  for  Federal  Insurance  Contribution  Act  (FICA)  reconciliation, 
the  number  of  discrepant  cases  worked  by  each  agency  is  limited  by 
budget  and  resource  constraints  and  the  attendant  workload  priorities. 
Once  the  number  of  total  discrepant  case  types  to  be  worked  has  been 
determined,  no  restrictions  are  imposed  as  to  whether  the  results  would 
be  additional  tax  or  a  refund. 
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—  Qjcstlon:  Shculd  the  cooperative  agreement  be  modified  to  better 
delineate  responsibilities  with  respect  to  the  reconciliation? 

Answer:  The  agreement  is  a  dynamic  document  and  is  modified  whenever 
it  is  determined  that  further  definition,  clarification  or  expansion  is 
needed.  We  believe  this  approach  will  result  in  any  needed 
modification.  In  fact,  IRS  and  SSA  are  currently  reviewing  the 
agreement  and  the  modifications  in  order  to  provide  an  updated  document. 

Issue  2:  Transfer  of  FICA  Tfcx  Receipts  to  SSA  Trust  Funds 

—  Question:  Wat  is  a  reasonable  time  period  for  the  Department  of  Health 
and  faman  Services  (DHHS)  to  certify  the  accuracy  of  SSA  earning  records 
and  for  reconciling  the  Treasury  estimates  with  the  earning  records 
maintained  by  SSA? 
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Mr.  Joseph  Delfico 


Answer:  Since  no  time  frame  Is  specified  by  law,  we  accept  the  current 
certification  time  period  presently  being  followed  by  DHHS.  Thus  the 
reconciliation  to  our  estimates  and  any  resulting  adjustments  are  made 
when  the  information  is  available  to  the  Financial  Management  Service. 

—  Question:  Siould  IRS  and  SSA  be  required  to  complete  the  reconciliation 
within  a  specified  time  period? 

Answer:  The  current  agreement  indicates  that  IRS  will  provide  SSA  a 
tape  of  unreconciled  cases  involving  FICA  Forms  W-2  as  of  December  31  of 
the  second  year  following  the  tax  year  wage  documents  being  processed. 
This  time  period  has  been  in  effect  since  the  processing  of  tax  year 
1978  wage  documents. 

—  Question:  Must  SSA  return  to  the  Treasury,  trust  fund  credits  for 
earnings  which  exceed  amounts  SSA  is  able  to  certify?  Would  interest 
payments  also  need  to  be  made  by  SSA  to  Treasury  on  such  excess  amounts? 

Answer:  Yes.  Adjustments  (upward  or  downward)  must  be  made  to  the 
amounts  transferred  to  the  trust  funds  in  accordance  with  the  certified 
wage  reports.  The  law  does  not  require  Interest  to  be  paid  by  the  trust 
funds  or  by  the  general  fund  of  the  Treasury  on  these  adjustments. 

Issue  3:  Proper  Crediting  of  Individual's  Earnings 

—  Question:  Wat  steps  is  your  Department  making  or  has  your  Department 
planned  to  ensure  that  individuals'  earnings  are  properly  credited  in 
those  Instances  when  IRS  and  SSA  data  indicate  missing  or  discrepant 
employer  reports?  Are  additional  steps  needed? 


a/fcn i>‘i h*riW. ai*»<a.'Lt»  -‘w'-a.'-'-— j. 


Answer:  We  believe  the  CAWR  reconciliation  program  as  presently  carried 
out  under  the  cooperative  agreement  meets  the  Intent  of  Public  Law 
99-202.  Although  we  know  of  no  additional  steps  needed  in  the 
reconciliation  program  at  this  time,  we  fully  expect  that  the  ongoing 
Joint  IRS/SSA  review  of  the  cooperative  agreement  will  produce  any 
needed  modifications. 

—  Question:  Could  IRS  or  your  Department  be  legally  liable  in  an  action 
by  a  worker  to  recover  additional  benefit  amounts  due  as  a  result  of 
uncredited  earnings  which  could  have  been  corrected  through  the  IRS-SSA 
reconciliation  process? 

Answer:  Under  the  longstanding  doctrine  of  sovereign  isnunlty,  actions 
against  the  United  States  may  only  be  maintained  with  the  government's 
consent.  Hawaii  v.  Gordon,  373  US  57,  58  (1963);  United  States  v. 

Testan ,  424  US  392,  359  i 1976);  Estate  of  Watson  v.  Blupenthal,  586  F. 

2d  425  (2d  Clr.  1978).  Section  i?04  of  the  Social  Security  Act,  42  'JSC 
404,  provides  for  adjustments  of  overpayments  and  underpayments  of 
Social  Security  benefits  in  accordance  with  regulations  prescribed  by 
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Mr.  Joseph  Delfico 

the  Department  of  Health  and  Human  Services.  Individuals  are  entitled 
to  seek  review  of  adverse  decisions,  irrespective  of  the  amount  In 
controversy,  by  a  civil  action  coninenced  within  sixty  days  of  the 
mailing  of  the  notice  of  decision.  42  USC  405(g).  Where  Congress  has 
enacted  a  specific  waiver  of  sovereign  immunity,  the  limitations  and 
conditions  upon  which  the  United  States  consents  to  be  sued  must  be 
strictly  construed,  and  exceptions  thereto  may  not  be  implied.  Lehman 
v.  Nakshian  453  US  156,  161  (1981);  Soriano  v.  United  States,  352  US 
27(77276  "(1957);  United  States  v.  Sherwood,  312  US  584",'  590-591  (1941). 

Accordingly,  we  are  of  the  opinion  that  neither  the  Treasury 
Department  nor  IBS  *«uld  be  liable  in  an  action  by  a  worker  to  recover 
additional  benefit  amounts  due  as  a  result  of  uncredited  earnings  which 
could  have  been  corrected  through  the  reconciliation  process.  In  this 
regard,  the  Federal  Tort  Claims  Act,  28  USC  2671  et  seq.,  specifically 
excludes  claims  based  on  the  failure  to  exercise  or  perform  a 
discretionary  function  or  duty  on  the  part  of  a  federal  agency  or  an 
employee  of  the  government.  28  USC  2680(a).  Since  the  IRS  is  not 
obligated  to  attempt  a  complete  reconciliation  of  missing  and  discrepant 
wage  reports,  the  Federal  Tort  Claims  Act  provides  no  basis  for  suit 
based  upon  the  failure  to  correct  uncredited  earnings  through  the 
reconciliation  process. 

I  believe  the  foregoing  information  responds  rully  to  the  points  and 
questions  posed  in  your  letter. 


With  best  regards, 


Sincerely, 
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Potential  Effect  of  Uncredited  1980  or  1981  or 
Both  Wages  on  Social  Security 
Monthly  Benefits' 


-Effect  on  monthly  benefit  amount 
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Subtotal 
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5.714 
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Potential  Effect  of  Uncredited  1979  Self- 
Employment  Earnings  on  Social  Security 
Monthly  Benefits' 


Effect  on  monthjy  benefit  amount  Self-employed 
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